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Total Revenue
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FINANCIAL SUMMARY

SAP Share in Comparison with the DAX, the DJ EURO STOXX 50, and the Galdman Sachs Software Index

January 1, 2004, to February 28, 2005 | in percent
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FINANCIAL SUMMARY

B the world's best-run businesses. '
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“Success is the
cngoing realization of
new ideas - and their
validation by the market.”

Dear Shareholders, Customers,
Partners, and Colleagues,

When we announced at the beginning of 2004 that we would grow our software
license revenue by 10 %, many analysts thought this was going to be very
difficult - if not impossible. 2003 had been a challenging year for SAP and the
market, but we demonstrated our strength and proved that we were on the

right path. That is why we were confident in our predictions for 2004. Now, as Henning Kagermann

we look back at the year, we can say we met, and in some cases exceeded, (Chief Executive Officer)

our goals. While in 2003 our software revenues declined by 6 %, we have now

returned to double-digit growth ~ with a 10 % increase - despite the rapid - Joined SAP in 1982
weakening of the U.S. dollar. In fact, if you adjust our 2004 software license - Member of the Executive Board
revenue by currency, it grew by 13%. In U.S. dollars, we grew our software since 1991

revenue 19%, while the rest of the market grew by only 4 %.
- Overall responsibility for
SAP’s strategy and business
development
- Global Communications
- Global Intellectual Property
- Internal Audit
- Top Talent Management
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LEADING THE INDUSTRY 2004 was truly a vear to remember for SAP, a Major turning point in
our more than 30-year history. We solidified our leadership position in the IT industry, reiterated
our focus on our customers, and continued to drive our vision for the furure of IT.

We demonstrated this leadership position time and time again in 2004. One of the major
highlights was the general availability at the end of the third quarter of 2004 of our leading
application and integration platform, SAP NetWeaver. We also delivered the latest version of our
flagship product mySAP ERP, the successor to SAP R/3. This is an important milestone because
itis the first service-oriented business application on the market based on SAP NetWeaver. In
addition, we have a clear maintenance strategy in place to help our customers smoothly transi-
ton from SAP R/3 to mySAP ERP and therefore improve their productivity.

Our excellent results across the globe and across our product portfolio reflect the fact
that our customers view us as the viable and leading expert in helping them prepare for the
ever-changing business environment in which we operate: SAP’s overall customer satisfaction is
atan all-time high. Regional successes include 38 % constant-currency software growth in the
United States and success in emerging markets, such as China, India, and Russia. Product high-
lights include our now number-one position in all major solution areas: enterprise resource
planning, customer relationship management, supply chain management, supplier relationship
management, and product life-cycle management, as well as our success in several key industries.

Over the past year, our strength is also an indication of our successful transition to a
volume business model: The number of contracts from the direct sales channel increased 12 %
year-on-year and from the indirect channel the number increased by 47 % year-on-vear.

Even more importantly, in 2004 we demonstrated our leadership not only in the large enterprise
segment, butalso in the midmarket — 31 % of SAP’s total order entry comes from companies
with less than 2,500 employees or less than US$1 billion in revenue. Based on these numbers,
SAP generated more business in the midmarket segment than any of our peer group competitors
generated in total.

In addition, our pro-forma operating margin (excluding stock-based compensation and
acquisition-related charges), a ratio thar indicates management’s ability to control costs and
expenses relative to business operations, increased by one percentage point to 28 %. This increase
is particularly noteworthy given the continued investments we made in innovation and research
and development throughout the year, as well as the increases in global headcount. We added
sales and marketing personnel to capitalize on opportunities and leveraged low-cost locations

for both R&D and support services.




“Provide a culture of

openness, excellence, and

integrity, and people will
respond with their best work.”

Claus E. Heinrich
(Labor Relations Director)

- Joined SAP in 1987
- Member of the
Executive Board since 1996

- Global Human Resources
- Quality Management
Internal IT

- SAP Labs

“Service does not end at
purchase. We believe in forging

long-term partnerships.”

Gerhard Oswald

- Joined SAP in 1981
- Member of the

Executive Board since 1296

- Global Service and Support
- Custom Development

“We are privileged to serve tens
of thousands of customers -
but we strive to make each
one as successful as if

they are our only customer.”

Léo Apotheker

- Joined SAP in 1988
- Member of the

Executive Board since 2002

- Global Field Operations

- Consulting and Education
- Global Marketing

- Field Marketing



“"We continue to
invest in future growth
opportunities while
remaining committed to
increase our profitability.”

“Innovation is the
springboard of success -
for our customers
and for SAP.”

“SAP’s innovative solutions
don’t appear from nowhere.
They emerge from a
synthesis of customers’
needs and drive tangible

economic value.”

Werner Brandt
(Chief Financial Officer)

- Joined SAP in 2001
- Member of the
Executive Board since 2001

* Finance and Administration
- Shared Services
- SAP Ventures

Peter Zencke

- Joined SAP in 1984
- Member of the

Executive Board since 1993

- Research
- Application Platform

Shai Agassi

- Joined SAP in 2001
- Member of the

Executive Board since 2002

- Product Development and

Technology

- Industry Solutions
- Product and Industry Marketing




DRIVING INNCVATION Our continuing success is based on two key factors: a sharp focus on
our customers and a winning product portfolio based on a solid road map for the future.

In dialog with our customers, we have come to the mutual conclusion that future
business drivers will be the ability to quickly adapt the business strategy, speed of innovation, and
time to market. We see IT as a strategic tool and a powerful enabler of this changing business
environment. To succeed, however, requires a new type of IT architecture, one that is as flexible
as the business itself and thar can be quickly adapted as needed.

A WINNING PRODUCT PORTFOLIO SAP recognized early on that this must be a service-
oriented architecture, allowing companies to easily create and change business applications to
support their strategy. Our vision is Enterprise Services Architecture, introduced in 2003 along
with an ambitious road map. Enterprise Services Architecture provides a tlexible IT framework
that combines our business expertise with the power of Web services. We are focused on deliver-
ing this new architecture because we believe it will not only help our customers be much more
flexible and deploy rechnology more strategically, but it will mean we are better positioned for
the road ahead.

To be able ro creare Enterprise Services Architecture, however, requires the right plac-
form. SAP NetWeaver is the enabler of Enterprise Services Architecture that allows us to take our
applications and infrascructure to the next level, and we are right in the middle of that journey.

In 2004, we hit several milestones and reiterated our commirment. We now have more
than 1,500 SAP NetWeaver reference customers, including companies such as Intel, Johnson &
Johnson, and Siemens. We also have 1,300 mySAP ERP customer contracts. This is significantly
ahead of our own expectations.

In 2005 and beyond, SAP NerWeaver will be continuing its evolutionary course to a
business process platform. Customers and industry experts acknowledge that the combination
of a composition platform and service-enabled components creates the ideal business platform
for an economy that is driven by the need for growth through innovation. SAP’s business process
platform supports operational processes that enable efficiency and business integrity, while
also providing tools that allow customers to compose highly differentiating business scenarios
that can evolve in real time along with their strategies. With a business process platform, com-
panies can easily reuse existing software capabilities without having to write customized software
code. By 2007, our goal is to deliver all of mySAP Business Suite and all industry solutions on

this industry-leading business process platform.,

ORGANIZATION FOLLOWS STRATEGY To ensure we have the best organization structure in
place to accelerate our growth in February 2005, we have realigned the responsibilities of the

SAP Executive Board members along a solution value chain. The value chain begins with a new
idea or breakthrough innovation, followed by product development; the production process




and quality assurance; service, support, and maintenance; marketing, sales, training, and
consulting; and finally implementation by the customer. The new structure will improve the
speed of decision making and focus within each Board area. With the structure, SAP has all

the ingredients in place for successful execution of our strategy: the right technology, the right
product portefolio, and the right organization.

INVESTING IN SUCCESS With a clear commitment to our customers, we are continuing our
long history ofleadership and growth in shaping the future of IT.

SAP’s long-term goal is to build on this leadership and, together with our customers, to
redefine the tech nology landscape with our powerful vision of a service-enabled business process
platform. Qur investment in this platform, the culmination of our Enterprise Services Architec-
ture strategy, enhances our competitive position and opens up new opportunities for revenue
and profit growth. 2005 will be a year of investment in the success of this company. Without our
tireless employees, however, we would not be where we are today. We would like o thank
them for their contribution and extreme dedication,

This is truly an exciting time to be leading such a dynamic company and I am pleased to
share our continued success with you.

Sincerely,

foge.

Henning Kagermann
Chairman and CEQ, SAP AG
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“Canada Post is an out-
standing example of how SAP
solutions can transform a
company’s overall operations.
Their innovative approach

to technology has made them
one of the world’s most
etficient and profitable postal

organizations.”

Cindy Vineberg

Program Manager, Canada Post
SAP AG

Solutions and Technology 10

“There’s no question that
SAP was the best possible
supplier for what we wanted
to do at Canada Post, which
was to reengineer our busi-
ness processes and replace
over 100 legacy systems with

integrated solutions.”

L. Philippe Lemay

Executive Vice President, Business
Development and President
Canada Post International Limited
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658 s strategy.
lippe Lema e company's executive vice president.
of biisiness develogment and president of Canada Post

SHAPING THE FUTURE OF IT

.

In the current business climate, customers are faced with increasing challenges brought on by globalization, pricing pressures,

and market domination by a few large competitors. To keep pace, they need world-class business solutions like those provided by

SAP to drive efficiency and better control their businesses. But they alsc need to constantly innovate by adapting their strategies

and business models to their awn unique strengths.

Since the introduction of SAP NetWeaver in early 2003, SAP has
aligned its technology strategy with the evolving business
requirements of its customers, allowing technology infrastruc-
ture and business applications to converge like never before.
The result of this convergence is a business process platform,
which supports our customers in their efforts to grow through

innovation.

INTEGRATION PLATFORM As the new millennium began,
organizarions found thart their disparare “best-of-breed”
software solutions often posed a fundamental problem: che

SAP’'s Platform Strategy: Business Benefits

Composites
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spiraling cost and inflexibility of integrating those solutions
into end-to-end business processes. To overcome this problem,
technology executives struggled to build and maintain links
among solutions from their various vendors — a task that
required a huge investment of time and money.

In 2003, SAP NerWeaver became the first platform to
allow seamless integration among various SAP and non-SAP
solutions, reducing the need for customized links and dra-
matically lowering the total cost of ownership. By combining
people, information, and process-level integration in a unique
platform, SAP NetWeaver solved the integration issue at the
business level rather than a technology issue.

COMPOSITION PLATFORM By 2003, SAP concluded that the
only viable long-term solution to the industry’s integration
issue is the use of open standards that allow software applica-
tions to be accessed as Web services. Adopting this approach,
SAP ook Web services to the next level, combining their
openness and ubiquity with the requirements of enterprise
applications. The resulting Enterprise Services Architecture
delivers valuable business functions, such as order manage-
ment, with the flexibility of Web services.

SAP then developed the first packaged composite
applications, known as SAP xApps, combining these services
into highly flexible and innovative business processes, and
demonstrating the power of “service-based integration.”

With Enterprise Services Architecture, SAP launched
the evolution of its solutions toward a two-tiered structure:

O Specialized components —such as extended order manage-
ment or scock management — cthat deliver the base functions
of our solution suite as enterprise services

o Flexible composite applications that combine these enter-
prise services into flexible business scenarios




This structure allows our customers to leverage their existing
investments in SAP solutions, while giving them greater
flexibility in designing, deploying, and evolving SAP solutions.
SAP NetWeaver is further evolving toward a composition plat-
form, with increased investment in the area of business process
management and master data management, recognizing

that customer processes may involve a wide variety of software
solutions.

In 2004, SAP confirmed its Enterprise Services Architec-
ture road map, further demonstrating our commitment and
adding credibility to the general trend towards service-oriented
architecture for enterprise applications.

SAP NetWeaver - A Logical Evolution
IT Flexibility

2006
Business Process Platform

20C3
Composition Platform

Integration &
Application
Platform
Total Cost of
Ownership >

Connectivity Business Innovation
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BUSINESS PROCESS PLATFORM The business software
market has recognized the convergence of applications and
infrastructure pioneered by SAP NetWeaver, and has even
coined a new term, calling it “applistruccure.”

Customers and industry experts acknowledge that the
combination of a composition platform and service-enabled
components creates the ideal business platform for an
economy that is driven by the need for growth through inno-
vation. SAP’s business process platform supports operational
processes that enable efficiency and business incegrity, while
also providing tools that allow customers to “compose” highly
differentiating business scenarios that can evolve in real rime
along with their strategies.

As the achievement of the SAP NetWeaver/Enterprise
Services Architecture strategy, the business process platform,
allows SAP to:

o Improve its efficiency by systematizing the reuse of robust
components across solutions

o Reduce time-to market for solutions by leveraging
composite applications

0 Extend its reach to new areas of the enterprise, with collabo-
rative processes that bridge the gap berween enterprise appli-
cations and group productivity or engineering applications

o Build an ecosystem of partners who will complement and
extend SAP’s solutions, adding another level of markert
penertration

By combining a deep understanding of the evolution of its

customers’ requirements and technology innovation, SAP has

shaped the market for “applistructure.” SAP’s investment in

a versatile business process platform enhances its comperitive

position and opens up new opportunites for revenue and

profit growth.
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U Losking !:oward the fiture, Canada Post was also
Impressdd with SAP's otigoing investment inresearch’
and devefoprment. And he company knew that SAP's )
Web-based architectirewould help protect its techrology

)

investment over the Io.n'g; term:

Has SAR delivered? Acdarding to L. Philippe kemay the
answer is a resounding yes. For example, Canada Post
has made sufficient gakis i efficiericy to eliminate . . .

DEEP INDUSTRY EXPERIENCE

In the world of business, SAP solutions and services set the standard for performance. And through ongoing innovation,
they continue to raise that standard every business day. SAP has become the world’s largest independent provider of business
software, delivering powerful, functional solutions for virtually every aspect of a customer’s operations.

Because no two industries are alike, SAP solutions are tailored
to the unique standards, processes, and challenges of more
than two dozen industries. Our industry solutions fit the way
our customers do business, delivering productivity-building
tools throughour the organization and enabling “best prac-
tices” that speed innovation and create long-term value.

Justas important, SAP has devoted decades to under-
standing the major trends, subtle derails, and unique challenges
that customers in these industries tace every day. And we have
developed a full range of practical, reliable solutions that have
been extensively field-proven at companies around the world.

The SAP global organization includes hundreds of
professionals who work exclusively with a single industry.
Many of them have worked in the industry and hold degrees
in related disciplines. They read and contribure to trade
publications. And, they attend that industry’s trade shows and
conventions. As a result, they are deeply involved in the way
our customers’ business processes work.

In addition, they maintain close relationships with
customers and independenr analysts in every field, and continu-
ally respond to their ideas and suggestions with new solutions
and enhancements.

Because of this total industry commitment, SAP is
more than a business solutions company. We are a banking
solutions company. A chemicals solutions company. An aero-
space and defense solutions company. A healthcare solutions
company. A retail solutions company. And much more.

And that makes us an invaluable partner in our
customers’ success.

Industries currently supported by SAP include:
0 Aerospace and defense

O Automotive

o Banking

o Chemicals

Consumer products

& Defense and security

o Engineering, construction, and operations
O Healthcare

o High tech

o Higher education and research

o Industrial machinery and components
o Insurance

o Life sciences

o Logistics service providers

o Media

o Mill products

o Mining

@ Oil and gas

0 Pharmaceuricals

O Postal services

o Professional services

o Public sector

O Retail

o Railways

0 Telecommunications

o Utilities

@ Wholesale distribution




appr ts administrative and manager

headcount. In-addition; the implemeritation of SAP Everit
Management allows Ganada Post to better manage
the timing of the delivery of marketing mail as required

~by its customers. Net income increased from €40million
in 2001 to more than €150 million in. 2003 with a.._. -.
significant portion 6f the increase attributable tothe
SAP implementation: . .

SCALED TO FIT ANY BUSINESS
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SAP offers solutions that are the right size and the right cost for virtually any business. And because we use open, scalable
technologies, customers can start small and expand easily as their business needs evolve. In the past year, thousands of
entrepreneurial companies around the world have become SAP customers for the first time, thanks to our powerful solutions for

small and midsize companies.

mySAP BUSINESS SUITE: POWERFUL SOLUTIONS
Businesses large and small have discovered that mySAP Business
Suite is the world’s most comprehensive family of adaprive
business solutions, providing best-of-breed functionality,
complete integration, industry-specific capabilities, unlimited
scalability, and easy collaboration over the Internet. Whether
customers choose a single solution or the entire suite, the
mySAP Business Suite family of solutions helps their businesses
respond more quickly to changing customer needs and market
conditions, so they can continually perform at their best and
create new competitive advantages.

mySAP Business Suite solutions are built on 33 years of
experience in working with thousands of companies and public
sector institutions — large and small — around the world. As
a result, they deliver the rich functionality that our customers
need to succeed in an ever-changing business environment —
including powerful analytical tools that help companies meas-
ure and improve operational performance in real time.

mySAP Business Suite currently includes:

o mySAP Enterprise Resource Planning (mySAP ERP):
The comprehensive solution that provides the most com-
plete, scalable, and effective software for enterprise resource
planning, along with end-to-end functionality for self-
services, analvtics, financials, human capital management,
operations, and corporate services.

o mySAP Customer Relationship Management (mySAP
CRM): The fully integrated CRM solution that facilitates
world-class service across all customer touch points.

0 mySAP Product Lifecycle Management (mySAP PLM):
The collaborative solution that helps companies manage
every phase of the product and asset life cycle, from product
conception, design, and engineering to production ramp-up,
product change management, service, and maintenance.

o mySAP Supplier Relationship Management (mySAP
SRM): The vendor management solution that covers the
full supply cycle — from strategic sourcing to operational
procurement and supplier enablement — for lower costs and
faster process cycles.

o mySAP Supply Chain Management (mySAP SCM): The
world’s #1 supply chain management solution, delivering
the power to dramatically improve planning, responsiveness,
and execution.

Very often, a single business process will involve more than one
mySAP Business Suite solution. And customers have the
flexibility to choose one, two, three, four, or all five solutions
in the mySAP Business Suite family — with the peace of mind
that they can easily add others in the future.




16 Solutions and Technology: Solutions for All Sizes

! tages from SAP's human capital management, including .
i employee selfiservices, payroll, time management,

. performance management, e-learning, and organizational

management. For example, employees now have . . .

BIG ADVANTAGES FOR SMALL AND MIDSIZE COMPANIES
SAP has a repuration for serving the world’s largest companies,
including 80% of the FORTUNE Global 100. But nearly
two-thirds of SAP customers are classified as small and midsize
businesses (SMBs), with annual revenues of €500 million

or less.

SAP solutions for small and midsize businesses deliver
the performance, scalability, and rapid implementation that
these entrepreneurial companies need to compete in a global
economy. And roday, customers have two ways to harness
the power of SAP software for their growing companies:

o mySAP All-in-One: For companies that require a high
degree of functionality in a flexible, scalable solution, the
choice is mySAP All-in-One. Each qualified mySAP All-in-
One solution is a prepackaged, industry-specific version of
mySAP Business Suite with built-in content, tools, and
methodologies for a cost-eftective, turnkey implementation.
mySAP All-in-One solutions provide out-of-the-box func-
tionality for quick and easy management of financials, human
resources, supply chain, customer relationships, and other
key business processes. And they can be fine-tuned to fit the
way each business works. What is more, mySAP All-in-One is
supported by a comprehensive nerwork of SAP channel part-
ners who offer rapid implemenration and ongoing support.

O SAP Business One: For customers who want a simple yet
powerful solution that helps control their core business
functions, SAP Business One is an ideal place to start. This
aftordable, fully integrated software gives companies access
to the information, applications, and services they need to
increase revenues, control costs, and help their businesses
grow. From customer relationship management to material
requirements planning, the integrated features of SAP
Business One enable customers to automate key processes
and gain an accurate, up-to-the-minute view of their
businesses. All in a solution that is easy to deploy and easy to
understand. And because it is based on open standards, SAP
Business One integrates easily with other systems, including
mySAP Business Suite. The latest version of SAP Business
One is available in more than 37 countries through SAP’s
growing global network of more than 650 channel partners.
The solution eliminates the need for businesses to manage
multiple unrelated applications by providing a single,
integrated software solution that delivers a unified view of
current information. By doing so, it helps customers achieve
greater control and profitability while enabling them to
leverage their IT investments to boost competitive advantage.
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GATEWAY TO UNPARALLELED SAP EXPERTISE

When customers choose SAP, their investment in the future is protected by our global SAP Customer Services Network (CSN).
From locations around the world, SAP Customer Services Network offers a single point of access to all the support services our
customers need, from strategic planning to implementation and optimization. So customers can achieve their business objectives

and maximize return on investment.

Thousands of customers around the world have chosen SAP

Customer Services Network for:

o Experience: SAP CSN supports over 20,000 customers
worldwide, and completes more than 3,000 go-live projects
per year. And it is backed by the global resources of SAP.

o Commitment: Because we know that our selutions power
mission-critical processes, SAP CSN 1s committed to ensur-
ing that our customers’ core business processes are always
available.

o Best-in-class service: Customers gain access to our global
pool of skilled support experts. Our highly-trained staff
resolve customer issues on a 24x7 basis, visit customer sites to
assist with knowledge transfer, and work to continuously
improve customer solutions.

a Global reach: With over 9,000 SAP consultants and 120,000
cerufied partner consultants in more than 50 countries,
SAP CSN offers the truly international services that today’s
globalized environment demands.

COMPREHENSIVE SERVICES The comprehensive services of

SAP Customer Services Network include:

o SAP Consulting: Provides business and solution consulting
services ro help customers plan their technology infrastruc-
tures and enhance business performance.

0 SAP Education: Creates a wealth of instructor-led and
online training options to help people increase their profi-
ciency and productivity with any SAP solution,

0 SAP Active Global Support: Delivers expert assistance to
help customers optimize system performance.

o SAP Custom Development: Allows direct access to
SAP experts who can help develop custom enhancements
to SAY solutions.

0 SAP Hosting: Lets customers outsource day-to-day hosung,
service, and support. Ensures lowest cost of operation for all
SAP solutions anywhere, anytime, around the globe.

0 SAP Business Maps and Engagement Tools: Helps
customers focus on the core processes that increase competi-
tiveness, strengthen partnerships, and improve customer
relationships.

0 SAP Ramp-Up: Provides everything customers need to
achieve fast, cost-efficient implementation of new SAP solu-
tions.

FAST FACTS ABOUT SAP CSN:

0 A local presence in over 50 countries

O 77 training centers

0 2,000 support consultants

o 9,000 SAP consultants

0 120,000 partner consultants

a 8,000 software developers

o Complete coverage of all industries, solutions,
and life-cycle phases

o More than 30 years' experience

o Five custom development centers in Europe,
the Americas, and Asia
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INNOVATION IS A UNIVERSAL LANGUAGE THAT
CAN OPEN NEW WORLDS OF OPPORTUNITY . ..
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“The scalability of SAP - “We're continually pushing
software has been an impor- ~ forward new ideas, and we
tant factor as Volkswagen " needa strong information
Financial Services has | | technology infrastructure to
acquired more customers and { help make them a reality —
a larger variety of products.” ‘ while controlling costs. SAP

' has been a major partner in
making our growth and inno-

vation possible.”

Markus Paselt i Sven-Torsten Huster
Global Account Executive Expert L Chief Information Officer
SAP Deutschland AG & Co. KG b Volkswagen Financial Services AG
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Banking on Innovation. As Volkswagen Financial
Services continues to increase its geographic
markets, customer base, and product lines, SAP is
an instrumental part of the process. ...

CREATING TOMORROW'S TECHNOLOGIES

From locations around the world, SAP continues to develop business software solutions that address the real-world needs of our

customers. Our research and development efforts are carefully coordinated and broadly diversified, while encouraging the free

flow of ideas that can lead to important new technologies.

The engine behind these and other initiatives is SAP Research,
a worldwide organization that identifies emerging IT trends,
conducts vital research and development for new technologies,
and fosters the best entrepreneurial talent to support future
growth. Headquartered in Walldorf, Germany, the team
members who come from a dozen nations are spread over
nine research locations: Karlsruhe, Germany; Palo Alto, USA;
Montréal, Canada; Johannesburg, South Africa; Brisbane,
Australia; Sophia Antipolis, France, plus the three new Euro-
pean sites which were added in 2004: Darmstadt and Dresden,
Germany, and Belfast, United Kingdom. The research organi-

zation is divided into two key areas:

m SAP research centers and research groups observe cur-
rent and upcoming IT trends, determine the business value
of new technologies for SAP, and introduce new technology
and concepts for furure solutions that are of strategic impor-
tance to product development, customers, and partners.
Currently, SAP research centers have identified the following
seven research programs as strategic for SAP: human-com-
puter interaction, enterprise services and semantics, smart
items research, security and trust, software engineering and
architecture, business process modeling and management,
and knowledge management.

m SAP Inspire is an internal group built on a corporate venture
model, and sources product-related ideas from a wide range
of innovation networks and SAP entrepreneurs. Following a
thorough process of business and technical due diligence,
SAP Inspire provides support for the development of business
concepts that have the potential to establish leadership
positions in new markets, and that represent significant

growth opportunirties for SAP. The goal is to assist entrepre-

neurs in transforming innovations into successful businesses.

The following are just a few of the exciting areas pursued by

global R&D programs over the past year.

RFID TECHNOLOGY SAP continues to lead the software
industry in the development of sofutions for radio frequency
identification (RFID) technology. For example, companies
with SAP-enabled RFID solutions currently in place include
Airbus SAS and Fraport AG.

In 2004, SAP announced che launch of che firsc
packaged RFID solution for supply chain management. This
solution draws an our experience with leading companies
as well as six years of RFID research and involvement in RFID
standards organizations. And it will dramaucally change
supply chain management in the retail and consumer product
industries. For example, Purdue Pharma L.P., a privately
owned pharmaceutical company with headquarters in Stam-
ford, Connecticut, is using the RFID solution to accelerate
supply chain processes and enable RFID compliance mandated
by key customers such as Wal-Mart.

Among the future RFID initatives in SAP’s develop-
ment portfolio are “Collaborative Business Items,” which
embed dynamic logic into physical items such as hazardous
materials containers. Also planned is “Product Lifecycle Man-
agement and Information Tracking Using Smart Embedded
Systems,” which enables companies to monitor products
and machines to the end of their life cycles. Both are currently

being investigated in large research projects in cooperation

with industry users and technology partners.




Innovation and Growth: Research and Development 23

. The multilingual, muiti-currency, and integration
capabilities of SAP solutions enable Volkswagen Financial
Services to enter new markets with confidence. And
their multinational business process support has helped
the company accommodate the customs of various
countries in which it operates. . ..

HUMAN COMPUTER INTERACTION SAP’s research activities
in the area of Human Computer Interaction aim to enhance
the end-user experience by improving SAP’s interfaces to
our customers. This not only includes existing customers, but
increasingly non-expert users, users with various disabilities,
and users from non-Western cultures. We mainly focus on the
three areas: advanced interaction, accessibility, and cross
cultural interface design.

For example, accessibility research aims to support
interaction by users with physical and sensory disabilities
through the use of new and different interface modalities. In

this area, one of our activities is in the development of natural

language-based prototypes that gather information proacavely

10 help users perform rasks. We also explore the use of voice
and multimodal interfaces for desktop-based environments,
for mobile devices such as PDAs and mobile phones, and

further into wearable computers and ubiquitous compuring

environments.

TECHNOLOGY FOR SOCIOECONOMIC DEVELOPMENT
SAP Research is engaged in a new global initiative known as
Technology tor Socioeconomic Development. This initianive
will partner with educational Insttutions, governments, and
research agencies to create innovative technologies that can
improve life in developing nations. Areas of focus will include
education, healthcare, human computer interaction and
accessibility, and services from non-government organizations
as well as small and midsize businesses.

HOMELAND SECURITY AND DEFENSE In the war agairist
global terrorism, information is one of the most powerful
weapons. With it, government and defense agencies gain the
ability to monitor critical processes and identify potential
threats before they become real. As a major solution provider
to government organizations around the world, SAP offers
nations new software applications that protect citizens and
borders.

Our homeland security and defense initiatives include:

a Food Safety: To protect food supplies from tampering and
contagious diseases, SAP is helping to develop an animal
identification system that can track livestock from birth to
food processing.

m Cargo Security: SAP is working on secure container solu-
tions that detect breaches, weapons, or human cargo, as well
as “smart” container solutions that track and locate con-
tainers and their content at every point along their shipping
routes.

a Incident Management and Response: To improve emer-
gency response and incident management, SAP 1s investigat-
ing the integrarion of voice interaction, sensors, multimedia
dara, data from back-office systems, and location informa-
ton.

m Cyber Security: Together with leading research institutions
in Europe and the Unired Srates, SAP is working on new
methods to protect [T systems and business software against
cyber attacks.
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. For instance, SAP solutions supported the company’s
recent expansion of its banking aperations into Belgium,
the Czech Republic, the United Kingdom, and China.

At the same time, SAP solutions have enabled the

company to centralize core banking processes at its
German headquarters, for optimum efficiency. . ..

VOLKSWAGEN BANK

PREPARING FOR CONTINUED GROWTH

In 2004, SAP experienced revenue growth in virtually every area of its operations. And we believe the future holds even greater
opportunities for our company. These opportunities take many forms, including new geographic markets, new market niches, new

industry-specific solutions, and new technologies.

OPPORTUNITIES IN EMERGING GEOGRAPHIC MARKETS OPPORTUNITIES (N NEW INDUSTRY CATEGORIES SAP

SAP continues to expand its presence in the world’s emerging offers solutions for virtually every major industry group
markets, including Eastern Europe, Central America, Africa, in the world roday. And by continually refining our specialized
and Asia-Pacific. For example, SAP has more than 2,500 soft- industry solution sets, we often identify subgroups that
ware installations and more than 800 customers in Greater warrant their own portfolios of solutions. In 2004, this resulred
China, including such prominent businesses as Lenovo, Haier, in an expansion of our portfolio to include among others:
Sinopec, Cosco, China Telecom, and Shanghai Power. SAP for Life Sciences: Life sciences is a complex business,
To support those customers, SAP recently opened a and growing more complex every day. Wicth SAP for Life
new SAP Global Support Center (GSC) in Dalian, China. Sciences solutions, companies in the fields of pharmaceuti-
Staffed with native speakers in a number of languages, GSC cals, biotechnology, diagnostics, and medical devices and
China will become the primary hub for delivering services and products can have complete visibility and real-time access to
support to SAP customers in Asia-Pacific countries including information ro help anticipate, analyze, and respond to
China, Japan, and Korea. Other GSCs are located in Ireland, market demands. Our solutions deliver the technical foun-
Spain, Austria, and India. dation that life sciences companies need to address today’s

complex business challenges.
OPPORTUNITIES IN SMALL AND MIDSIZE BUSINESSES SAP for Logistics Service Providers: Working behind the

With its powerful solutions SAP Business One and mySAP All- scenes, logistics service providers ensure that products move
in-One, SAP has become a leading provider to the underserved from manufacturers to customers in the most efficient
matrker of small and midsize companies around the world. way possible. Through the SAP for Logistics Service Providers
In April, SAP received the “Best Execution of a Mid-market portfolio, SAP supports the specialized processes of this
Solution” award at the Gartner Vision Events Midsize Encer- important industry like never before — including the use of
prise Summit. Selected by midsize company representatives RFID technology to track products at every stage along

at the show, the award honors IT companies whose work has the journey.

positively impacted midmarket enterprises.
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® SAP for Postal Services: Even the traditionally stable

world of postal services is changing, with an increasing trend

. toward privatization, cross-border competition, and spe-
cialized services such as overnight courier express. SAP for
Postal Services helps carriers succeed in this new world by
improving the efficiency of customer relationship manage-
ment, supply chain management, and strategic enterprise
management.

B SAP for Railways: SAP for Railways is an industry-specific
set of integrated solutions that support business processes in
rail freight, passenger transportation, and infrastructure
investment. SAP ofters the most comprehensive set of solu-
tions for the management of the railway enterprise, enabling
key business activities such as client management, supplier
relationship management, human capital management,
and integrated facility management. With SAP for Railways,
companies can enhance their existing services, develop
new services, more effectively manage resources and assets,
and create value for all stakeholders.

B SAP for Wholesale Distribution: Similar to logistics,
wholesale distribution plays a key role in bringing products
to market. Now, the industry solution portfolio SAP for
Wholesale Distribution helps large and midmarket distribu-
tion companies address their most critical business require-
ments, including regulatory compliance, customer loyalty,

and customer service.

OPPORTUNITIES iN NEW TECHNOLOGIES Three decades
ago, SAP was an early-stage, entrepreneurial company. And
we have not forgotten the importance of having a nurturing
environment in which to grow. That is why, in 1996, SAP
launched SAP Ventures.

Using a venture capital business model, SAP Ventures
provides capital and other resources to help promising young
companies achieve their full potential. At the same time, it
helps SAP stay abreast of the latest technologies and applica-
tions that can benefit our own customers.

Through SAP Ventures, we leverage our years of expe-
rience and draw on a network of powerful business relation-
ships to help entrepreneurs and management teams recruit
the best people, make the right technology decisions, win new
business, and build their own partner networks. The goal
of SAP Ventures is to grow businesses that create shareholder
value for everyone involved.

Since its founding, SAP Ventures has invested in more

than 60 companies, building a track record of real success.
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. mySAP CRM helps ensure that they are auto-
matically routed to the appropriate account
manager, who can immediately see all the
details of the customer's accounts. mySAP
CRM is also instrumental in helping the
company develop marketing programs that are
targeted to the interests of specific customers
and prospects. ...

THE PEOPLE BEHIND OUR SUCCESS

Behind every line of program code, every new product, and every customer success story are the people of SAP. Now more

than 32,000 strong worldwide, SAP employees represent the very best of the business software industry. And our Company is
committed to providing them with the best in return - whether measured by personal growth, management excellence,

communication, compensation, or strong corporate values.

A STRONG MANAGEMENT APPROACH SAP recognizes that
employees perform at their best when management provides

a clear understanding of the company’s strategy, and the role
of each individual employee in helping to achieve it. Therefore,
all SAP managers are responsible for translating SAP’s mission,
strategy, and values to be specifically relevant for their teams.
This creates a productive, engaging environment where team
members can use their talents, achieve their potential, and
contribute to the success of our business. In addition, special
programs have been established to foster management excel-
lence and provide SAP staff members with the highest quality

management possible.

ENCOURAGING EXPRESSICN AND INNOVATION SAP
values the perspectives of every team member. And through
our “open-door” policy, we encourage employees to express
their opinions and ideas with others at every level of the organ-
ization. Open areas in every building are continually alive with
formal and informal gatherings. Regular town-hall meetings
foster a dialog berween management and staff — with online
participation across time zones and borders. And forums such
as FutureScope and CIO@SAP offer employees the chance to
learn and converse about customer issues, technology trends,
and other topics from experts in various tields. The resultisa
culture of free expression thatis driven by a spirit of coopera-
tion, adaptability, and passion for excellence. And to help stim-
ulate a strong flow of new ideas, SAP provides compensation

and peer recognition as incentives for inventiveness.

ROLE-BASED DEVELOPMENT PROGRAMS Many SAP
professional development programs are railored to individual
roles within the company. For example, through our “Devel-
opment Meets Customer” program, SAP developers are able to
spend time with a customer, to experience firsthand how

our solutions are used in a variety of real-life applications. The
insights they gain are one reason why SAP solutions are so
effective at meeting the everyday needs of our customers
around the world.

KNOWLEDGE-BUILDING OPPORTUNITIES Every year,
SAP’s collective knowledge grows substanuially, through
professional development programs and innovative, onsite
education options that enhance each individual’s opportuni-
ties within the organization. All together, SAP employees
participated in more than 2,000 classroom training courses
through the SAP University, with more than one-third of their
education time spent in non-classroom training. In this way,
employees benefit firsthand from knowledge transfer through
the focus on coaching, mentoring, and on-the-job-training.
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In addition, SAP has developed an Employee Excellence
program, focusing on strategic knowledge and skills for all
of our lines of business. And global programs bring together
employees from different countries and lines of business, to
promote fresh perspectives.

PERFORMANCE-BASED COMPENSATION SAP pl‘OVides
employees with a flexible salary model that enables us

to reward top performance with top-level compensation.
Depending on line of business, region, and function, employ-
ees can earn bonuses and rewards on top of their fixed salaries
based on performance with respect to local market conditions.
In addition, they may receive additional compensation
opportunities based on individual performance targets and/or
SAP’s overall fiscal success.

COMPETITIVE OWNERSHIP PLANS Through its stock-
based compensation programs, SAP involves employees in the
company’s immediate and long-term growth. In 1998, we
established a Stock Appreciation Rights (STAR) program. Since
then, STARs have been allocated, based on individual achieve-
ment, to permanent employees who have been at SAP at least
one vear. When the value of SAP stock rises, so does the value
of STARs. Stock oprion plans also play a crirical role when it
comes to recruiting and retaining the best employees. SAP has
offered supplementary compensation plans to managers and
high-performers through the Stock Option Plan (SOP), which
encourages long-term commitment to the company.

CUSTOMIZED BENEFIT PROGRAMS In addition to com-
petitive compensation programs, we believe that it is just

as important to reward employees with benefits that are adapt-
able to their individual situations. Therefore, we offer a wide
range of supplementary benefits programs that are tailored to
the cultural and legal customs of each country, ranging from
work/life balance programs, to child daycare services, to health
and fitness programs.

STRONG ETHICAL STANDARDS In recent years, govern-
ments around the world have established regulations govern-
ing corporate conduct, and SAP seeks to comply with their
provisions. But we believe that true corporate conduct extends
far beyond the executive suite — and far beyond minimum
standards. Therefore, SAP developed its own corporate ethics
policy, the SAP Code of Business Conduct, which defines
standards for behavior in all daily business, legal, and ethical
matters. The code was adopted by the Executive Board and
implemented throughout our entire company in 2003.
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WHEN YOUR OPERATIONS BECOME TRANSPARENT,
YOU CAN SEE THE ROAD CLEARLY ...
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Transparency and Responsibility




“In every way you can
imagine, SAP solutions have
enabled CAPUFE to

become more innovative

and productive.”

Luis H. Gémez Terrazas

Chief Information Officer
CAPUFE
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“When CAPUFE explored
the market, they found that
SAP is the only sofrware
provider whose HR solution
already meets the stringent
requirements of the Mexican

government.”

Alejandro Castrején
Sales Manager, Public Sector
SAP México and Central America
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TRANSPARENCY BUILDS INVESTOR CONFIDENCE

In 2004, SAP investor relations focused on operational growth, technological innovation related to the SAP NetWeaver

(hAwogy
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platform, small and midsized businesses, and improved transparency. SAP strengthened the confidence of its shareholders

by implementing a number of measures.

SHARE PRICE REMAINS STABLE SAP stock was less volatile
than in previous years. Starting the year ar€134.90 on the
Frankfurr stock exchange, SAP stock reached a year’s high of
€142.70 1n January. A weak stock market and disappointing
figures in the IT industry caused it to dip to €116.12 in August.
However, strong operational growth enabled SAP scock to re-
cover, ending the year at €131.40. The stock nevertheless under-
performed the DAX, which rose 7.3%, and the Goldman Sachs
Software Index, which rose 13.6%. On a constant-currency
basis, SAP American Depositary Receipts (ADRs) rose 6.4% on
the New York Stock Exchange (NYSE) in 2004, closing at $44.21.
(In the United States, foreign companies’ ADRs are traded
instead of shares. Four SAP ADRs represent one SAP share.)

SAP’s marker capitalization reached €41.5 billion at the
end of 2004. The average number of SAP shares traded per day
in 2004 was 1.7 million. SAP ADRs were again the most heavily
traded German stock on the NYSE.

Return on SAP Common Shares WKN 716 460/ISIN DE 0007164 609

Initial investment: € 10,000

EURO STOXX 50 Having become a component of the Dow
Jones STOXX 50 in 2003, SAP stock also became a component
of the Dow Jones EURO STOXX 50 on July 28, 2004. This is an
index of 50 heavily traded euro-zone shares with high market
capitalization and is one of the most important reference
indexes for European stocks. The SAP share is also a compo-
nent of the DAX 30, the CDAX, the HDAX, the Prime All Share
Index, the Dow Jones Euro STOXX TMI, the Dow Jones
STOXX Sustainability Index (DJSI STOXX), and the DJSI World.

SUSTAINED DIVIDEND STRATEGY SAP is one of the few
software companies to enable its shareholders to share in the
Company’s success by paying a dividend as a long-standing
tradition. The Executive Board and the Supervisory Board will
recommend to the Annual General Shareholders’ Meeting
that a dividend of €1.10 be paid per share —37.5% more than in
the previous year. If the shareholders approve this recommen-
dation, total distributed dividends for fiscal year 2004 would
be approximately €342 million.

Date of investment Dec. 31, 1994 Dec. 31,1989 Dec. 31, 2003
Period of investment 10 years 5 years 1 year
Value in € at the close of 20047 58,508.33 8.241.06 9.867.74
Average annual return in % 22.88 - 3.8 -1.32
Comparable return in % I
DAX 7.36 -9.38 7.06
REXP?) 7.14 6.45 6.70
S&P 500 (€-base) 11.24 -8.07 2.90
Goldman Sachs Software Index GSO (€-base) i 1.1 -24.29 5.38

" Assuming all dividends (but not German tax credits) were reinvested
2 Performance index of the German bond market
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MAJOR U.S. STAKE The total number of SAP shares out-
standing at the end of 2004 was 316 million — of which three

founders of the company, their trusts, and their holding com-
panies hold approximately 34%. The remaining 66% of the
subscribed capital is in free float. U.S. investors” interest in SAP
remained high: U.S. institutions (mutual funds and financial
asset managers) and private investors held 34.7% of the free
float at the end of 2004, some 3 percentage points more than
at the end of the previous year. At the end of 2004, German
institutions held 12.6% of the free float — 1 percentage point less
than in the previous vear. Institutional holdings of SAP stock
decreased almost 3 percentage points to 15.6% in continental
Europe excluding Germany and increased some 1 percentage
point t0 9.6% in the United Kingdom and [reland.

Cash Earnings According to DVFA/SGY

IMPROVED ENGAGEMENT WITH THE CAPITAL MARKETS
Openness and transparency characterized relations with our
investors in 2004. In the past yvear, SAP informed institutions
abour the business environment and the Company’s strategy
and future prospects at more than 400 one-on-one discussions,
group discussions, and road shows around the world. More
than 80 financial institutions — about one third of them from
the United States — regularly publish information and analyses
concerning SAP stock, which demonstrates the strong interest
shown by the financial markets.

The headline financial news in 2004 concerned product
innovations for the SAP NetWeaver platform and SAP’s greater
focus on small and midsize businesses (SMBs). Investor work-
shops —at which SAP explained its product strategy and invited
customers to report on how they find SAP solutions in practice
—were well received by the financial markets. For example,

Net income before minority interest

Minority interest

Net income

Depreciation and amortization

Write-ups

Change in reserves and accrued liabilities

Change in deferred taxes

Other material non-cash expenses and income

Cash earnings according to DVFA/SGY

Cash earnings per share according to DVFA/SG" in €

2004 2003

€ millions € millions
1,310.5 1.077.1
4.9 6.9
1,315.4 1,084.0
228.9 238.2
-24 -72
51.7 83.7
19.2 92.6
-4.7 -13.4
1,609.1 1,477.9
5.09 4.69

"V German Association of Financial Analysts and Investment Consultants (DVFA) and Schmalenbach Society for Business Management (SG) method
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more than 100 financial analysts and portfolio managers
artended the SAP Investor Day at the SAPPHIRE customer con-
ference in New Orleans. Top of the agenda at the SAP Investor
Day in London was Enterprise Services Architecture: More
than 80 analysts and institutions took the opportunity to
discuss the challenges of the new software generation with the

Executive Board.

EXTENSIVE INFORMATION AVAILABLE TO PRIVATE
INVESTORS The Company’s German-language SAP INVESTOR
magazine, which provides informarion especially for private
investors on strategy, the market, and SAP stock, underwenta
makeover —both in terms of appearance and content —to
tailor it more closely to the target readership’s needs. We also
redesigned our Web site: A more user-friendly structure and a
broader range of information aim to make online and e-mail
communication with all investors more attractive. In coopera-
tion with shareholders’ associations and financial institutions,
investor relations employees again held presentations in the
United States and Germany to answer the numerous questions
of private investors. The 2004 Annual General Shareholders’
Meeting was the most important event for private investors.
More than 3,500 shareholders took part, representing some
60% of the subscribed stock. As in the previous year, share-
holders were able to give proxy voting instructions and follow

the speeches over the Internet.

INVESTOR RELATIONS AWARDS In 2004, SAP again received
several awards for its professional relations with the financial
markets. Germany’s Capital magazine and auditors Deloitte
& Touche awarded SAP their Investor Relations Prize in Gold
for the DAX component category. Specialist trade journal

IR Magazine awarded SAP the prize for the “Best Continental
European Company Investor Relations in the UK Market.”
FOCUS MONEY, a German business magazine, again awarded
SAP its 2004 Company of the Year prize in the DAX class and
praised the exemplary transparency of SAP’s financial state-
ments, IR Magazine and the NAIC — one of the largest privare
investor associations in the United States — both awarded
prizes for SAP’s 2003 annual report.

AMBITIOUS GOALS FOR 2005 Rather than resting on our
laurels, we will continue to do everything we can to increase
shareholders’ confidence in 2005. We will further improve our
already high standards for timely, clear, and understandable
reporting of the Company’s strategic orientation and per-
formance. One element of this will be expanding the range of
information available to U.S. investors by launching the SAP
INVESTOR magazine in the United States.
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INVESTING IN EDUCATION AND KNOWLEDGE

SAP recognizes the value of education as a key driving force for innovation. It is apparent in the ideas and dreams of students

and in the strategies and plans of business and community leaders around the world. We believe that our engagement is not only

beneficial to SAP but to our stakeholders as well. That is why we focus on education, because knowledge is a powerful tool - one

that will help individuals, societies, and economies succeed, progress, and sustain growth.

Through our University Alliances (UA) program, SAP is
committed to educating today’s students so they can become
tomorrow’s business leaders. In 2004, over 130,000 students in
more than 500 universities around the world parricipated in
the UA program — including students from new schools in
China, India, and Russia. SAP donated more than €125 million
in software licenses, trained professors and instructors, and
developed curricula. Membership in the UA enables faculty
and students to experience real everyday business processes,
increase their ability to handle and use mission-critical infor-
mation, and understand the importance of good corporate
governance. University Competency Centers provide software
hosting facilities, so schools can focus their efforts on teaching
and using the software.

Last year also saw increased faculty involvementin
curriculum initiatives. SAP partnered with Indiana University,
Indiana (USA), to pilot the integration of RFID rechnology

into a supply chain management curriculum. At the University

of Wisconsin, Milwaukee (USA), SAP funded the installation
of the SAP NerWeaver platform and provided support for
curriculum development and research. And at the University
of Wiirzburg, Germany, more than 70 mySAP ERP business
processes were recorded, placed on line, and are now being
shared and used by other UA universities and students.

SAP is also committed to education in the communities in

which we live and work:

o Together with other organizations, SAP has set up the
“Africa Drive Project” in South Africa, which develops new
learning strategies and technologies to foster the skills of
mathematics and science teachers in secondary schools.

o SAP Argentina employees, through their “Seolydar” initiative,
care for children in a neglected suburb of the capital city
Buenos Aires. The 150 children receive tutorial help after
school to ensure they earn the required grades to complete
their education — as well as basic assistance, including daily
hot meals and clothing.

D In the United States, SAP supports the “Knowledge Is Power
Program.” It was created in 1994 to encourage learning
among children and young people in socially deprived areas.

SAP supports schools in six major U.S. cities.

SAP understands that investing in success means investing in
the future — the education of future professionals who will
become the managers and leaders of comorrow, As a company,
we are aware of our responsibilities as a global corporate citizen
and are committed to helping societies build the intellectual
capital that simulates growth and prosperity.
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RESPONSIBLE MANAGEMENT

For SAP, effective corporate governance is essential if it is to meet its objectives and grow its corporate value. Responsible,

transparent management continued to be a key aspect of SAP's corporate culture in 2004. SAP continued to implement its

“Principles of Corporate Governance” and further strengthened the confidence of shareholders, customers, and employees in

the Company’s management.

That SAP is dedicated to best corporate governance practices
throughout the Company was borne out by a study by Insti-
tutional Shareholder Services, Inc. (ISS), which found SAP to
enjoy the best corporate governance of all major German

companies.

CORPORATE GOVERNANCE AND LEADERSHIP Whatever
SAP does in business, it is important that investors, customers,
and employees remain confident in the sound governance

of the Company. Even before the German Corporate Govern-
ance Code was officially introduced in Germany, SAP was
quick to recognize the need for implementing transparent
corporate governance rules that meet the demands of the
financial markets for responsible, value-oriented company
leadership and administration. The Executive Board, Super-
visory Board, and employees share the same understanding
of good corporate governance, ensuring that SAP actively
practices it. In 2004, the Company’s corporate governance
officer again monitored compliance with SAP’s Principles of
Corporate Governance and reported to the Supervisory Board

on their implementation,

UPDATES TO SAP'S PRINCIPLES OF CORPORATE
GOVERNANCE SAP sees corporate governance as a process
of continuous adaptation. The Company continually reviews
and, if necessary, amends its Principles of Corporate Govern-
ance in line with new German and international standards
and amended legal requirements. In early 2004, SAP updated
its Principles of Corporate Governance to reflect the changes
made to the German Corporate Governance Code in 2003 and
to comply with the legal requirements of the Sarbanes-Oxley
Act. SAP also closely examined the corporate governance rules
of the New York Stock Exchange (NYSE). As a result, it pub-
lished a corporate governance report along with its updated
Principles. SAP’s Principles of Corporate Governance, its com-
pliance declaration pursuant to the German Stock Corpora-
tion Act, section 161, and the corporate governance reportare
available on SAP's Web site at www.sap.com/corpgovernance.

ALTERATIONS TO SAP'S PRINCIPLES OF CORPORATE
GOVERNANCE !N 2004 The amendments made to the Prin-
ciples to reflect the changes made to the German Corporate
Governance Code in 2003 were mostly minor. In most cases,
the Principles already contained appropriate provisions. SAP
had already implemented others in practice although they
were not laid down explicitly in the Principles. The following
amendments to SAP’s Principles of Corporate Governance
were thus of a purely formal nature:




38 Transparency and Responsibility: Corporate Governance

- o [pefore weeel @ Mouse-driver interface. they quisidy
recognized thet SAP selviions weuld drametically
imprave el perfermenes. Beih nevidusly ane
orgarizeorely. ...

1
i
4 ACAPULCO LIFRACCILNANEND
1GUALA ofa SANTA FE
L

BEST Mv/aj ABLE COPY

0 Derails of compensation for individual Executive Board
members must be given in the Notes to the Consolidated
Financial Statements.

In 2005, SAP publishes — for the first time — the fixed and

variable elements of compensation for individual Executive

Board members in a seperate compensation report. Therefore,

SAP no longer deviates from the German Corporate Gover-

nance Code with regard to this point. The compensation

report is part of this annual report and will be available from

SAP’s Web site at www.sap.com/corpgovernance.

IMPLEMENTATION OF THE SARBANES-OXLEY ACT SAP
shares are listed on the NYSE as American Depositary Receipts,
which means the Company is bound by U.S. financial market
legislation as well as the German Stock Corporation Act. In
nud-2002, the United States introduced the Sarbanes-Oxley Act
in response to crises affecting a number of U.S. companies.

The Actis designed to protect investors and shore up their
confidence in the integrity of the financial markets with new
corporate governance and reporting requirements on listed
companies. SAP responded promptly and implemented

the various requirements. During 2003 and 2004, the Company

took the following measures to implement the requirements

that the Sarbanes-Oxley Act places on foreign companies listed
on the NYSE:

o Introduction of internal certification and confirmation of
adequate procedures to substanuate the certification from
the CEQ and CFO

o Expansion of the documentation and regular evaluation of
the effectiveness of the internal control system

c Establishment of a disclosure committee

o Introduction of processes to control the performance of
audit and non-audit services by the external auditor

O Inclusion of explanations of pro-forma figures in SAP’s
external reports

o Creation of a whistleblower process

o Implementation of a Code of Business Conduct for emplovees

and the Executive Board
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o Details of compensation for individual Executive Board
members must be given in the Notes to the Consolidated
Financial Starements.

In 2005, SAP publishes — for the first time — the fixed and

variable elements of compensation for individual Executive

Board members in a seperate compensation report. Therefore,

SAP no longer deviates from the German Corporate Gover-

nance Code wich regard to this point. The compensation

report is part of this annual report and will be available from

SAP’s Web site at wwiw.sap.com/corpgovernance,

IMPLEMENTATION OF THE SARBANES-OXLEY ACT SAP
shares are listed on the NYSE as American Depositary Receipts,
which means the Company is bound by U.S. financial market
legislation as well as the German Stock Corporation Act. In
mid-2002, the United States introduced the Sarbanes-Oxley Act
in response to crises affecting a number of U.S. companies.
The Act is designed to protect investors and shore up their
confidence in the integrity of the financial markets with new
corporate governance and reporting requirements on listed
companies. SAP responded promptly and implemented

the various requirements. During 2003 and 2004, the Company

ook the tollowing measures to implement the requirements

that the Sarbanes-Oxley Act places on foreign companies listed
on the NYSE:

o Introduction of internal certification and confirmation of
adequate procedures to substantiate the certification from
the CEO and CFO

o Expansion of the documentation and regular evaluation of
the effectiveness of the internal control system

1 Establishment of a disclosure committee

C Introduction of processes to control the performance of
audit and non-audit services by the external auditor

0 Inclusion of explanations of pro-forma figures in SAP’s
external reports

a Creation of a whistleblower process

0 Implementation of a Code of Business Conduct for employees
and the Executive Board
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CODE OF BUSINESS CONDUCT FOR EMPLOYEES AND
THE EXECUTIVE BOARD The Code of Business Conduct for
employees and the Executive Board expresses, in transparent
terms, the high standards that SAP requires from all of its
employees and how it conducts its business. The Code defines
how emplovees should interact with customers, partners,
competitors, and vendors. By implementing the Code, SAP
safeguards against misleading SAP’s investors, partners, and
customers and against unfair competitive practices and
corruption.

RISK MANAGEMENT AT SAP In German stock corporation
and commercial law, there are special requirements for
internal risk management that apply to SADP. SAP’s corporate
management has therefore introduced a global risk manage-
ment system that supports risk planning, identification,
analysis, handling, and resolution. It also has company-wide
processes to document and continually evaluate the effective-
ness of the internal controls. The Company’s management s
thereby able to identify the risks inherent to business processes
atan early stage, manage them, and institute measures to
resolve them. To this end, SAP developed a standard software

offering, which it also uses internally for the management of
internal controls (MIC). The software supports the individual
processes for documenting and auditing internal controls and
eliminaring weaknesses. Another control mechanism that SAP
has implemented is standardized reporting across the Group.
The internal audit service and the Supervisory Board are also
closely involved in risk management.

The risk management department set up by the Execu-
tive Board is responsible for SAP’s risk management processes.

IMPLEMENTATION OF THE NYSE'S CORPORATE GOVERN-
ANCE RULES According to the corporate governance rules
of the NYSE, foreign companies listed on the NYSE must
publish on their Web site the extent to which their corporate
governance practices deviate from the rules of the NYSE. SAP
fulfilled this requirement by publishing a corporate gover-
nance report in English on its Web site in May 2004. The report
sets out in detail how SAP has implemented the recommen-
dations of the German Corporate Governance Code, the
requirements of the Sarbanes-Oxley Act, and its own Principles
of Corporate Governance within the Company. It also com-
pares SAP’s Principles with the NYSE's rules. SAP’s corporate
governance report extends beyond the NYSE’s requirements
for corporate governance by analyzing the ditferences and

similarities in detail rather than simply stating them.




40 Report of the Supervisory Board

Hasso Plattner
Chairperson of the
Supervisory Board

DEAR SHAREHOLDERS,

2004 was another successful year for SAP, despite the formidable headwinds with which we had to contend. Consolidation

in our industry continued to unsettle customers, and currencies that affect us, notably the U.S. dollar, continued to slip against

the euro. Undeterred, we improved our software license revenues by 10%, equating to a 13 % rise at constant currencies.
P y q 9

We recruited in every region and invested significantly in developing innovative products - creating sustainable value for our

customers and shareholders.

The Executive Board cooperated and consulted fully with the
Supervisory Board, so the Supervisory Board was able, in
discharging lts dury of scrutiny, to play a constructive role in
advancing the Company’s strategy. As in previous years, the
focus of the Supervisory and Executive Boards” work together
was SAP’s success in business. The Supervisory Board received
regular and timely reports from the Executive Board on all
material matters concerning the management of the Com-
pany, notably the current state of operarions and key manage-
ment actions, as well as potential risks to the business. The
relationship between the two Boards is characterized by mu-
tual support and frankness. [n particular, the Execurtive Board
made sure that between Supervisory Board meetings the
Chairperson of the Supervisory Board was regularly notified of
any events that were of significance for SAP’s progress.

KEY ACTIVITIES OF THE SUPERVISORY BOARD IN 2004
The Supervisory Board met four times during the year. It did
not hold any extraordinary meetings. In three exceptionally
pressing instances, the Supervisory Board adopted resolutions
by circular correspondence. Regular ropics at meetings in-
cluded planning, strategy, and related progress reports; the
business situation at SAP and its subsidiaries; risk management
and the Company’s handling of specific risks; and approval of
the annual plans for the Group, namely the budger, liquidity

plan, and investment plan. Because of an improvement to the
reporting system made in 2004, the Executive Board was able to
provide even more information than previously to the Super-
visory Board about the Company’s financial results. The
Supervisory Board also dealt with transactions involving Com-
pany shareholdings, measures requiring the Supervisory
Board’s approval or note under the Company’s List of Trans-
actions Requiring Consent Within the Meaning of the German
Stock Corporation Act, Section 111 (4), the law, or the Com-
pany’s Articles of Incorporation, and matters concerning the
compensation of Executive Board members.

The Supervisory Board carefully considered the estab-
lishment and building up of development facilities and shared
service centers in the medium to long term in countries where
costs are [ow; strategic development projects and investments;
practical improvements to the Supervisory Board’s processes;
and the efticiency audit of the Supervisory Board's work. The
Company’s competitive environment after Oracle’s takeover
of PeopleSoft was also discussed. Another matter that the




Supervisory Board discussed was a voluntary public bid to the
minority shareholders of SAP Systems Integration AG and the
related consolidation of consulting activites in the SAP Group.
The Executive Board also reported on a customer satisfaction
survey undertaken in 2004. As it has done several times in the
past, in 2004 the Execurive Board also commissioned a global
survey of SAP emplovee satisfaction. The results of this
employee survey were also presented to the Supervisory Board.
Two Supervisory Board meetings deliberated on the introduc-
tion of a windfall cap on Executive Board members’ stock-
based compensation, and it was decided that such a cap would
be implemented by amending the terms of the stock option
plan.

THE WORK OF THE SUPERVISORY BOARD COMMITTEES
Asin previous years, the committees, each aligned to a core
Supervisory Board responsibility, underpinned and optimized
the work of the Supervisory Board by taking on and executing
distinct rask clusters. The committee structure and the
membership of the various committees remained unchanged.

The General Committee oversaw the allocation of stock
options to employees other than SAP AG Executive Board
members and the assignment of shares of SAP to beneficiaries
of employee stock option and convertible bond plans. It held
one meeting in 2004,

The Compensation Committee met on three occasions
in 2004. The meetings amended the terms of the Executive
Board members’ contracts of service, decided stock option allo-
cations to Executive Board members, deliberated on reports
on Executive Board members’ compensation and Executive
Board succession planning, and approved loans for officers of
SAP who hold procura powers.

The Finance and Investment Committee convened
twice in 2004, discussing the acquisition and disposal of minor-
ity holdings (particularly the acquisition of more shares of
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SAP Systems Integration AG), a syndicated €1 billion line of
credit granted in SAP’s favor, the performance of SAP's venture
capital investments, and the progress made in purchasing
shares of SAP Systems Integration AG.

Atits four meetings the Audit Committee dealtin
depth with the 2003 SAP AG and Consolidated Financial State-
ments and auditor’s report and the 2004 preliminary audic.
Other topics included che preparatory work tor the Super-
visory Board's proposal to the Annual General Shareholders’
Meeting with respect to the election of an auditor, the focus
areas for the audit, the negotiation of the auditor’s fee, the
approval of the audit and non-audit services provided by the
auditor to companies in the SAP Group, the certification
required under U.S. law, and the assessment of the internal
audit processes. The Audit Committee also received a report
from the Company’s internal audit service and a progress
report on the introduction of the International Financial
Reporting Standards (IFRS) at SAP. In its capacity as auditor to
SAP AG and the SAP Group, KPMG Deutsche Treuhand-
Gesellschaft Aktiengesellschaft Wirtschaftspriifungsgesellschaft
(KPMG) attended all meetings of the Audit Commirttee,

The Technology Committee monitored current tech-
nological developments on the software marker and discussed
SAP’s key technologies and technological strategies. It met
eight times in 2004, with the relevant members of the Executive
Board, and sometimes the Chairman of the Executive Board,
in attendance. White papers were prepared at the instigation
of the Technology Committee on some of the most critical
subjects as a starting point for more far-reaching discussion
berween the Technology Committee and members of the

Executive Committee. The development teams also adopred
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these white papers as a basis for their continuing eftorts. In its
2004 meetings the Technology Committee focused on evaluat-
ing software technologies, identifying products and markets
going forward, and advancing software development processes.
Among other aspects, the meetings discussed assessments and
predictions of industry analysts and their implications for SAP.
Discussion of the first two focus areas centered on Enterprise
Services Architecture, various facets of the technology plat-
form SAP NetWeaver, and how to progress them in view of the
market potentials of the future. The discussion on sofrware
development processes of the furure concentrated on inno-
vation, product quality, and orientation to the requirements
of the customer’s employees.

Once again, the Mediation Committee did not need to
meet during the vear.

The Chairpersons of the various committees regularly
reported their committees’ work to the Supervisory Board
meetings, allowing optimized working and a full exchange of
information between the committees and the full Supervisory
Board.

CORPORATE GOVERNANCE SAP sees corporate governance
as a process of continuous innovaton. Thus, the Supervisory
Board was involved in updating SAP’s Principles of Corporate
Governance again, principally to reflect the most recent
amendments to the German Corporate Governance Code. It
also discussed deviations from Code recommendations relating
to agreeing individual targets to determine the variable ele-
ment in the compensation of SAP Executive Board members

and to disclosing the Executive Board members’ variable and
fixed compensation elements individually in the Notes to the
Group Financial Statements. The Supervisory Board discussed
and agreed changes that these matters necessitated to the
Company’s compliance declaration pursuant to the German
Stock Corporation Act, section 161. More generally, the Super-
visory Board also discussed international corporate governance
standards, changes to them, and the extent to which they
could be applied to SAP. Once again, this discussion centered
on SAP’s implementation of the Sarbanes-Oxley Act provisions
and the applicable New York Stock Exchange corporate govern-
ance rules,

SAP’s corporate governance officer monitored, and reg-
ularly reported to the Supervisory Board on, the Company’s
adherence to the SAP Principles of Corporate Governance.

The German Investor Protection Improvement Act
came into force on October 30, 2004. This Act has substantially
amended the provisions of German insider trading law as set
out in the German Securities Trading Act, notably in as far as
they relate to directors’ dealings. The Supervisory Board con-
sidered the changes to the law and discussed with the Executive
Board the measures that the Company is planning in order to
apply the amended law at SAP. The Company’s insider trading
compliance officer teported to the Supervisory Board on

these matters.
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In German stock corporation and commercial law
there are special requirements for internal risk management
thar apply to SAP. SAP's corporate management has therefore
introduced a global risk management system that supports
risk planning, identification, analysis, handling, and resolu-
tion. The Supervisory Board takes a close interest in the defini-
tion of the risk management system and consequently exam-
ined its further enhancement in depth.

FINANCIAL STATEMENTS AND REVIEW OF OPERATIONS
KPMG again audited SAP AG’s accounts in 2004. The Annual
General Shareholders’ Meeting on May 5, 2004, elected that
firm as the Company’s independent public accountant, and
the Supervisory Board made the appointment immediately
after the shareholders” meeting. Before proposing KPMG to the
annual shareholders’ meeting as auditor for the year, the chair-
person of the Supervisory Board had obrained confirmation
from the firm that circumstances did not exist that might
prejudice its independence as the auditor.

KPMG examined the SAP AG Financial Statements, the
Consolidated Financial Statements, and the combined Review
of SAP Group and SAP AG Operations, comparing them with
the records on which they were based, and certified them with-
out qualification. KPMG also confirmed that the Consolidated
Financial Sratements complied with U.S. GAAP and that the
exemprion in the German Commercial Code, section 292,
applied. The auditor’s report tor the SAP AG accounts includes
astatement that the Company’s risk management system

meets the statutory requiremen ts.
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The audit reports prepared by KPMG were sent to all
Audit Committee and Supervisory Board members in good
time.

The auditor attended the meeting of the Audir Com-
mittee on March 16, 2005 and the audit meeting of the full
Supervisory Board on March 17, 2005, and reported the results
of the audit in detail. The auditor then discussed the results
with the Supervisory Board and satisfied the Supervisory Board
it had conducted the audit properly.

The Supervisory Board approved the audit and gave its
consent to the Consolidated Financial Statements, the SAP AG
Financial Statements, and the combined Review of SAP Group
and SAP AG Operations. The Financial Statements and
Review of Operations were thus formally adopted. The Super-
visory Board has checked the Executive Board’s proposal to
recommend to the Annual General Shareholders’ Meeting
that retained earnings be appropriated for a dividend of €1.10
per entitled no-par ordinary share for 2004 and endorses the
proposal.

Since SAP not only achieved the growth forecast for
2004 but exceeded it in terms of basic earnings per share, the
Company more than satisfied the expecrations of the share-
holders. Thanks to the commitment of the employees and the
Executive Board, the Company’s strategy has once again borne
fruit. The Supervisory Board is very grateful to all of the
employees and Execurtive Board members for their hard work.

Uihe—

Prof. Dr. h. ¢. Hasso Plattner
for the Supervisory Board
Walldorf, March 17, 2005
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COMPENSATION REPORT

This SAP compensation report outlines the principles that the Company applies to determine compensation for Executive Board

and Supervisory Board members and sets out compensation levels and structures. This report also contains information about
Executive Board members’ stock-based compensation plans, shares held by Executive Board and Supervisory Board members,
and the directors’ dealings required to be disclosed in accordance with the German Securities Trading Act.

KPMG Deursche Treuhand-Gesellschaft Aktiengesellschaft
Wirtschaftspriifungsgesellschaft, appointed by the SAP Annual
General Shareholders” Meeting to be the auditor of the SAP AG
and SAP consolidated accounts, checked this compensation
report for accuracy and for compliance with the relevant
provisions of the German Corporate Governance Code.

1 EXECUTIVE BOARD
1.1 EXECUTIVE BOARD COMPENSATION

The Executive Board compensation package is defined by the
Compensation Committee of the Supervisory Board, of which
the current members are Supervisary Board Chairperson Prof.
Dr. h. c. mult. Hasso Plattner, Prof. Dr. Wilhelm Haarmann,
and Dr. Gerhard Maier.

Executive Board members’ compensation is intended
to reflect the Company’s size and global presence as well as its
economic and financial standing. The level is intended to be
internationally competitive to reward committed, successful

work in a dynamic environment.

The compensation of the Executive Board as a body

is performance-based. It has three elements: a fixed element,

a variable directors’ profit-sharing bonus, and a stock-based

element. A compensation target is set for the toral of fixed and

directors’ profit-sharing elements. The Company reviews the
compensation target every vear in the light of SAP’s business
and directors’ compensation at comparable companies on the
international stage.

Criteria applying to the elements of Executive Board
compensation:

O The fixed elementis paid as a monthly salary.

o The directors’ profit-sharing element depends on the
SAP Group’s success in achieving its target for operating
income before stock-based compensation expenses and
acquisition-related charges and on software revenue growth.
On February 9, 2005, the Supervisory Board’s Compensation
Commirttee assessed the Company’s performance against the
agreed target and determined how much directors’ profit-
sharing was payable. The Company will make the payment
after the Annual General Shareholders” Meeting in May.

0 Stock-based compensation takes the form of share options
issued under SAP SOP 2002, a plan that the SAP Annual
General Shareholders’ Meeting approved on May 3, 2002.
Details of the plan and the terms of options under it are set
ourin Note 23 to the Consolidated Financial Statements.




For options granted to members of the Executive Board in
and from February 2004, the SAP SOP 2002 plan conditions
provide for a potential limitation on the subscription rights
to the extent that the Supervisory Board determines that, by
exercising the rights, the option holder would make a profit
that would be characterized as a windfall by, combined with
the profit from earlier exercises of subscription rights issued
to the option holder at the same issuing date, exceeding
twice the product of (i) the number of subscription rights
received by the option holder and (ii) the exercise price. Such
profit is determined as the total of the differences, calculated
individually for each exercised subscription right, between
the closing price of the share on the exercise day and the
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exercise price. SAP AG undertakes to pay back to the option
holders any expenses they may incur through fees, taxes, or
deductions related to the limit on achievable income. The
subscription rights shall only be limited if the Supervisory
Board determines that the windfall results from significant
extraordinary, unforeseeable developments that the Execu-
tive Board is not responsible for.

The number of stock options to be issued to each
individual member of the Executive Board was decided by
the Compensation Committee at its meeting on February 17,
2004, and reflected the fair value of the options.

Executive Board members’ compensation in fiscal year 2004:

2004 2003

Salary Directors’ Others? Total

profit sharing
€(000) €(000) €(000) €(000) €(000)
Prof. Dr. Henning Kagermann (CEQ) 600 2.461 17 3,078 3,383
Shai Agassi 405 1.641 46 2,092 2.200
Léo Apotheker 400 1.641 0 2,041 2,246
Dr. Werner Brandt 350 1.436 15 1,801 1.864
Prof. Dr. Claus E. Heinrich 400 1,641 16 2,057 2,260
Gerhard Oswald 400 1.641 9 2,050 2,252
Dr. Peter Zencke 400 1.641 20 2,081 2,271
Prof. Dr. h. ¢. Hasso Plattner

(Co-CEQO and member until May 9, 2003) 1,450
15,180 17,926

1 Payout pension contributions, insurance contributions. non-cash benefits
(company cars).

For all members, in 2004 fixed salaries totaled €3,078 thousand
(2003: €3,371 thousand) and variable components totaled
€12,102 thousand (2003: €14,555 thousand). For members who
joined or left the Executive Board during the fiscal year, the
table shows only compensation for their time in membership.
Another factor was the reduction in the number of

members from eight to seven in 2003.
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In addition to the compensation above, in 2004 Shai
Agassi received €704 thousand (2003: €860 thousand) in cash
from stock-based compensation entitlements that he received
as a member of the management of TopTier Software, Inc.
prior to the acquisition of TopTier by SAP. When it acquired
TopTier in 2001, SAP agreed to pay these entitlements to all
former employees and managers of TopTier who were still SAP
employees after a certain period.

During 2004, members of the Executive Board received
the following stock options under SAP SOP 2002

Stock |

options 1

Prof. Dr. Henning Kagermann (CEO) 50,000 |
Shai Agassi 28,000

Léo Apotheker 28,000 |

Dr. Werner Brandt 28,000 |
Prof. Dr. Claus E. Heinrich 28,000
Gerhard Oswald 28.000
Dr. Peter Zencke 28.000
218,000

At grant, the fair value of the stock options granted to the
Executive Board members under SAP SOP 2002 was €43.61 per
option. The term of the options is five years.

Retirement pension plan

On January 1, 2000, SAP AG introduced a contributory
retitement pension plan. At that time the performance-based
retirement plan was discontinued for Executive Board
members. Entitlements accrued up to December 31, 1999, were
unatfected.

In 2004, pension benetits of €247 thousand (2003: nil)
were paid to former Executive Board members. As of
December 31, 2004, the projected benefit obligation for former
Executive Board members was €10,819 thousand (2003:
€10,255 thousand).

1.2 STOCK-BASED COMPENSATION AWARDS HELD BY
EXECUTIVE BOARD MEMBERS

Members of the Executive Board hold stock-based compen-
sation awards granted to them in previous years under SAP
SOP 2002 and LTI Plan 2000. Details and terms of the two plans
are set out in Note 23 to the consolidated financial statements.

SAP SOP 2002

The table below shows stock options held by members of the
Executive Board on December 31, 2004, granted in 2003 and
2004 under SAP SOP 2002.

The exercise prices listed in the table for SAP SOP 2002
stock options are 110% of the base price of an SAP AG ordinary
share. The base price is the arithmetic mean SAP share closing
auction price in the Frankfurt stock exchange Xetra trading
system {or its successor system ) over the five business days
immediately before the issue date of that stock option. The
exercise price is not less than the closing auction price on the
day before the issue date.
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f
Vested as of Not vested as of

December 31, 2004 December 31, 2004 Total

Exercise Number of Remaining Number of Remaining Number of Remaining

price in € options | termin years options | term in years options | term in years

Prof. Dr. Henning Kagermann 90.37 - - 80,000 3.18 80.000 3.16
(CEQ) 149 99 50,000 413 50.000 4.13)
Shai Agassi 90.37 - - 30,000 3.18 30.000 3186
99.13 - - 30,000 3.67 30,000 3.67

149,99 28,000 4.13 28,000 4.13

.éo Apotheker 90.37 - - 30.000 3.16 30.000 3.16
149.99 28.000 4.13 28,000 4.13

Dr. Werner Brandt 90.37 - - 30.000 3.16 30,000 3.16
149.99 28,000 4.13 28,000 4.13

Prof. Dr. Claus E. Heinrich 90.37 - - 45,000 3.16 45,000 3.18
149.99 28,000 4.13 28,000 4.13

Gerhard Oswald 90.37 - - 45,000 3.16 45,000 3.16
149.99 28,000 4.13 28,000 413

Dr. Peter Zencke 80.37 - - 45,000 3.18 45,000 3.18
149.99 28.000 4.13 28,000 413

- 553,000 553.000 |

LTI Plan 2000

Beneficiaries under LTI Plan 2000 could choose between con-

vertible bonds and stock options. The chief difference was in

the way the exercise or conversion price was determined. The

bond conversion price depends on the closing price of the

SAP share the day before the convertible bond was issued, while

the stock option exercise price varies with the performance of

the SAP share over time against the Goldman Sachs Sofrware

Index.

LTI Plan 2000 stock options

The table below shows stock options held by members of the

Executive Board on December 31, 2004, granted in earlier years
under LTI Plan 2000.
The exercise prices listed for LTI Plan 2000 stock options

reflect the prices payable by an Executive Board member for

one SAP ordinary share upon exercise of the option on Decem-

ber 31, 2004. The exercise prices are variable. They vary with the

performance of the SAP ordinary share over time against the

Goldman Sachs Software Index.
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Vested as of Not vested as of

December 31, 2004 December 31, 2004 Total

Exercise Number of Remaining Number of Remaining Number of Remaining

price in € options | term in years options | term in years options | term in years

Prof. Dr. Henning Kagermann 70.90 28,032 5.14 o] - 28,032 5.14
(CEQ) 86.16 25,987 6.14 13,388 6.14 39.375 6.14
Shai Agassi - - - - - - -
Léo Apotheker 106.44 7.218 7.14 14,657 7.14 21,875 7.14
Dr. Werner Brandt 86.16 0 - 2,125 6.14 2,125 6.14
Prof. Dr. Claus E. Heinrich 70.90 20,532 5.14 0 - 20,532 514
86.16 18,150 6.14 9,350 6.14 27.500 6.14
Gerhard Oswald 86.16 0 ~ 9,350 6.14 9,350 6.14]
106.44 - - 20,938 7.14 20,938 7.14

Dr. Peter Zencke 70.90 6.981 5.14 0 - 6,981 5.14
86.16 9.075 6.14 9,350 6.14 18,425 6.14

115,975 79,158 195,133

LTI Plan 2000 convertible bonds

The table below shows convertible bonds held by members of
the Executive Board on December 31, 2004, granted in earlier
vears under LTI Plan 2000.

The exercise prices listed in the table for LTI Plan 2000
convertible bonds reflect the prices payable by an Executive
Board member for one SAP ordinary share on conversion of
the bond. The exercise prices are fixed and correspond to the
quoted price of one SAP ordinary share on the business day
immediately preceding the grant of the convertible bond.
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Vested as of Not vested as of

December 31, 2004 December 31, 2004 Total

Exercise Number of Remaining Number of Remaining Number of Remaining

price in € bonds | term in years bonds | term in years bonds | term in years

Prof. Dr. Henning Kagermann 290.32 22,425 5.14 0 - 22.425 5.14
(CEQ) 19125 20,790 614 10710 6.14 31.500 6.14
151.50 29,700 7.14 60.300 7.14 90.000 7.14

Shai Agassi - - - - - - _
Léo Apotheker 334.67 23,850 5.14 0 - 23,850 5.14
191.25 19.800 6.14 10,200 8.14 30,000 6.14

151.50 5.775 7.14 11,725 7.14 17,500 7.14

Dr. Werner Brandt 191.25 3,300 6.14 1,700 6.14 5,000 6.14
151.50 9,900 7.14 20.100 7.14 30,000 7.14

Prof. Dr. Claus E. Heinrich 290.32 16,425 5.14 0 - 16.425 5.14
191.25 14,520 6.14 7,480 6.14 22,000 6.14

151.50 16,500 7.14 33,500 7.14 50,000 7.14

Gerhard Oswald 290.32 16,425 5.14 0 - 16,425 5.14
191.25 14,520 6.14 7,480 6.14 22,000 6.14

151.50 8.250 7.14 16,750 7.14 25,000 7.14

Dr. Peter Zencke 290.32 16,425 5.14 0 - 16,425 5.14
191.25 14,520 6.14 7.480 6.14 22,000 6.14

151.50 16,500 7.14 33,500 7.14 50,000 7.14

269,625 220,925 490,550

Rights exercised by members of the Executive Board in 2004

under LTI Plan 2000 stock options and convertible bonds:

Stock options

Convertible bonds

Weighted Weighted
average average
exercise exercise

Number price per Number price per

of options | option in€ of bonds | bondin€

Gerhard Oswald 26.368 88.02 - -
Dr. Werner Brandt 4,125 76.56 - -
30,493 86.47 - -

1.3 EXECUTIVE BOARD SHAREHOLDINGS

No member of the Executive Board holds more than 1% of the

subscribed capital of SAP AG. Members of the Executive Board
held a total 0f 23,971 SAP shares on December 31, 2004.
The table below shows transactions by Executive Board

members and persons closely associated with them notified

to SAP pursuant to the German Securities Trading Act, section
P g )

15a1n 2004.
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Transactions in SAP shares and ADRs
hNoti\‘ying party Transaction date Transaction Number Unit price
Shai Agassi October 28, 2004 Purchase of ADRs 70,000 US$42 5593
Dr. Werner Brandt July 30, 2004 | Exercise of subscription right 4,125 €76.5640
July 30, 2004 Sale of shares 4.125 €132.4160
Gerhard Oswald May 17, 2004 | Exercise of subscription right 6,981 €69.3009
May 17, 2004 | Exercise of subscription right 10,312 €104.0341
May 17,2004 | Exercise of subscription right ! 9.075 €84.2106
May 17, 2004 Sale of shares j\ 26,368 €122.63

1.4 OTHER INFORMATION 2 SUPERVISORY BCARD

In 2004, SAP did not grant any compensation advance or credit 2.1 SUPERVISORY BOARD COMPENSATION

to, or enter into any commitment for the benefit of, any
member of the Executive Board. SAP AG Supervisory Board compensation is governed by the

As far as the law permits, SAP AG and SAP AG's affiliated  Company’s Articles of Incorporation, section 16. It provides

companies in Germany and elsewhere indemnify and hold
harmless their respective directors and officers against and
from the claims of third parties. To this end the Company
maintains group liability insurance for its directors and
officers. The policy is annual and is renewed from year to year.
The insurance covers the personal liability of the insured
group for financial loss caused by its managerial acts and omis-
sions. There is no deductible as envisaged in the German
Corporate Governance Code, section 3.8, paragraph 2. SAP
does not believe that the motivation and responsibility that the
members of the Executive and Supervisory Boards bring to
their duties can be improved by such a deductible element. For
this reason, SAP regards a deductible as unnecessary for the

insured group.

that each member of the Supervisory Board receives compen-
sation composed of a fixed element and a variable element as
well as reimbursement of his or her expenditure. The variable
element is linked to the dividend. The Chairperson and
Deputy Chairperson are paid more tixed compensation and
more variable compensation than the other members.

The fixed element is €50,000 for the Chairperson, €37,500
for the Deputy Chairperson, and €25,000 for other members
of the Supervisory Board. The fixed element is paid after the
end of the fiscal year.

For each €0.01 by which the dividend distributed per
share exceeds €0.40, the variable element is €2,000 for the Chair-
person, €1,500 for the Deputy Chairperson, and €1,000 for other
members of the Supervisory Board. The variable elementis
paid on the first business day following the Annual General
Shareholders’ Meeting resolving upon the appropriation of the
retained earnings for the relevant fiscal vear.

The aggregate compensation cannot exceed €100,000
for the Chairperson, €75,000 for the Deputy Chairperson, and
€50,000 for other members.
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Subject to resolutions of the Annual General Share-
holders’ Meeting on May 12, 2005, the compensation paid 1o
Supervisory Board members in respect of fiscal year 2004 will
be as set out in the table below.
2004 2003
Fixed Variable Total Total
com- com- com- com-
pensation pensation pensation pensation
£(000) £(000) €(000) €(000)
Prof. Dr. h.¢. mult. Hasso Plattner (Chairperson, member and Chairperson since May 9, 2003) 50.0 50.0 100.0 €6.7
Helga Classen (Deputy Chairperson) 37.5 37.5 75.0 75.0
Willi Burbach 25.0 25.0 50.0 500
Prof. Dr. Wilhelm Haarmann 25.0 25.0 50.0 50.0
Dietmar Hopp (Chairperson until May 9. 2003) 25.0 25.0 50.0 70.8
Bernhard Koller 25.0 25.0 50.0 50.0
Christiane Kuntz-Mayr 25.0 25.0 50.0 50.0
Klaus-Dieter Laidig {(Member until May 9, 2003) 0 0 0 208
Lars Lamadé 25.0 25.0 50.0 50.0
Dr. Gerhard Maier 25.0 25.0 50.0 50.0
Dr. h.c. Hartmut Mehdorn 25.0 25.0 500 50.0
Pekka Ala-Pietila 25.0 25.0 50.0 50.0
Prof. Dr. Dr. h.c. August-Wilhelm Scheer 25.0 25.0 50.0 50.0
Dr. Barbara Schennerlein 25.0 25.0 500 50.0
Stefan Schulz 25.0 25.0 50.0 50.0
Dr. Dieter Spéri 25.0 25.0 50.0 50.0
br. h.c. Klaus Tschira 25.0 25.0 50.0 50.0
Total 4375 437.5 } 875.0 883.3

Supervisory Board compensation in respect of fiscal year 2003,
totaling €883.3 thousand, comprised fixed and variable ele-
ments in equal measure. In addition, SAP reimburses to mem-
bers of the Supervisory Board the value-added tax payable on
their compensation.

compensation for their Supervisory Board work. Any

2.2 STOCK-BASED COMPENSATION CONTRACTS HELD
BY SUPERVISORY BOARD MEMBERS

Members are not offered stock options or other stock-based

stock options or other stock-based compensation received by

emplovee-elected members relate to their position as SAP

employees and not to their work on the Supervisory Board.
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2.3 SUPERVISORY BOARD SHAREHOLDINGS

Note 22 to the consolidated financial statements shows the
shareholdings of Supervisory Board members Hasso Plattner
(Chairperson), Dietmar Hopp, and Klaus Tschira, and the
companies they control, on December 31, 2004. No other
member of the Supervisory Board held more than 1% of SAP’s

subscribed capital. On December 31, 2004, Supervisory Board
members held 106,789,190 SAP shares.

The table below shows transactions by Supervisory
Board members and persons closely associated with them noti-
fied to SAP pursuant to the German Securities Trading Act,
section 15a in 2004,

Transactions in SAP shares and ADRs

Notifying party Transaction date Transaction Number Unit price
Hasso Plattner Forderstiftung,
gemeinnitzige GmbH December 14, 2004 Sale of shares 745,546 €134.13
Dr. h. ¢. Klaus Tschira July 27, 2004 Security loan transfer of 1,500,000
shares
July 27, 2004 Right and duty to accept 1,500,000
return of shares
July 27,2004 ! Purchase of single derivative 1.125,000 €127.65
instrument {(Number =
shares underlying}

2.4 OTHER INFORMATION

In 2004, SAP did not grant any compensation advance or credit
to, or enter into any commitment for the benefit of any
member of the Supervisory Board.

Hasso Plattner, the Chairperson of the Supervisory
Board, entered into a consulting contract with SAP after he
joined the Supervisory Board in May 2003. The contract does
not provide for any compensation. The only cost incurred
by SAP in 2004 under the contract was the reimbursement of
expenses.

As far as the law permits, SAP AG indemnifies Super-
visory Board members against, and holds them harmless from,
claims brought by third parties. To this end the Company
maintains directors’ and officers’ group liability insurance.
Section 1.4 of this compensation report contains more infor-

mation about the insurance.




FINANCIAL INFORMATION

Since 1999, we have prepared our consolidated financial
statements in accordance with the accounting principles gen-
erally accepted in the United States (U.S. GAAP). This ensures
direct comparability with the financial statements of our
international competitors. In addition to the many disclosures
required under U.S. GAAP, the notes to our statements contain
a great deal of extra detail that we provide voluntarily. The
review of operations meets the requirements of the German
Commercial Code or Handelsgesetzbuch {(HGB}), but it also
contains additional voluntary information. We are committed
to increasing transparency, as the international financial
community rightly demands.
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INFORMATION ON FORWARD-LOOKING STATEMENTS AND NON-GAAP MEASURES

FORWARD-LOOKING STATEMENTS

Any statements contained in the review of operations that are
not historical facts are forward-looking statements as defined
in the U.S, Private Securirties Litigation Reform Act of 1995,

"«

Words such as “anticipate,” “assume,” “believe,” “counting on,”

“continue,” “estimate,” “expect,” “forecast,” “intend,” “is con-
fident,” “may,” “outlook,” “plan,” “predict,” “project,” “should,”
“rarget,” “wants,” “will,” “would,” and similar expressions as

they relate to SAP are intended to identify such forward-looking
statements. SAP undertakes no obligation to publicly update
or revise any forward-looking statements. All forward-looking
statements are subject to various risks and uncertainties that
could cause actual results to differ materially from expecta-
tions. The factors that could affect the Company’s future
financial results are discussed more fully in SAP’s filings with
the U.S. Securities and Exchange Commission (SEC), including
SAP’s most recent annual report on Form 20-F for 2003 filed
with the SEC and SAP’s Form 20-F annual report for 2004,
which will be filed with the SEC before June 30, 2003. Readers
are cautioned not to place undue reliance on these forward-
looking statements, which speak only as of their dates.

NON-GAAP MEASURES

The review of operations and other sections of this annual

report disclose certain financial measures, such as pro-forma

operating income and pro-forma expenses, pro-forma net
income and pro-forma earnings per share (EPS), cash earnings
according to DVFA/SG, and currency-adjusted year-on-year
changes in revenue and operating income. These measures are
not prepared in accordance with generally accepted account-
ing principles and are therefore considered non-GAAP finan-
cial measures. The non-GAAP measures included in this annual
report are reconciled to the nearest U.S. GAAP measure,

as is required under SEC rules regarding the use of non-GAAP

financial measures. However, the non-GAAP measures should

be considered in addition to, and not as a substitute for, or
superior to, operating income, cash flows, or other measures
of tinancial performance prepared in accordance with generally
accepted accounting principles. The pro-forma measures used
by SAP may be different from pro-forma measures used by
other companies.

Management believes that pro-forma operating income,
pro-forma expenses, pro-forma net income, and pro-forma
EPS provide supplemental meaningful information to the
investor to fully assess the financial performance of our core
operations. The pro-forma operating measures disclosed are
the same SAP uses in its internal management reporting and as
criteria for variable elements of management compensation.

Elirninated expenses in pro-forma expenses, pro-forma
operating income, pro-forma net income, and pro-forma EPS
are defined as follows:

& Stock-based compensation includes expenses for stock-based
compensation as defined under U.S. GAAP (STAR and LTI)
as well as expenses related to the settlement of stock-based
compensation plans in the context of mergers and acquisi-
tions. Management excludes stock-based compensation
expenses because SAP has no direct influence over the actual
expense of these awards once the Company entersinto
stock-based compensation plans.

01 Acquisition-related charges include amortization of intan-
gible assets acquired in acquisitions.

0 Impairment-related charges include other-than-temporary
impairment charges on minority equity investments.
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Pro-forma expenses and pro-forma operating income reconcile  Pro-forma net income and pro-forma EPS reconcile to the

to the nearest U.S. GAAP measure as follows: nearest U.S. GAAP measure as follows:
Reconciliation Reconciliation {net after tax)
Stock- Stock-
based |Acquisition- based |Acquisition- |lmpairment-
compen- related compen- related related
(in millions of €) U.S. GAAP sation charges | Pro-forma U.5. GAAP sation charges charges | Pro-forma
2004 2004
Cost of product 804 1 21 782 Net
Cost of service 1,784 19 6 1,759 income
A b and in millions
esearch an of € 1.311 24 18 5 1,358
development 1,020 7 2 1.011
: Earnings
Sales and marketing 1,524 8 1 1,515
. per share
General and in€ 4.22 0.08 0.06 0.01 4.37
administration 366 3 6] 363
2003
Operating income 2,018 38 30 2.086 Net
income
2003 in millions
Cost of product 839 10 24 sos| o€ 1077 88 15 14 1,194
Cost of service 1.694 32 - 1.662 Earnings
per share
Research and in€ 3.47 0.28 0.05 0.04 3.84
development 996 43 2 951
Sales and marketing 1,411 30 - 1,381
General and
administration 354 15 - 339 . X
Currency-adjusted year-on-year changes in revenue and
—— + operating income are calculated based on those figures for
Operating income T 1,724 130 26{ 1.880

fiscal year 2004 that result from a translation into euros of

the income statements of foreign operations using the average
exchange rates of the respective prior-year periods. Manage-
ment believes that such curtency-adjusted measures provide
supplemental meaningful information to the investor as they
show how the Company would have performed if it had not
been affected by changes in currencies.
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Currency-adjusted year-on-year changes in revenue and
operating income reconcile to the respective unadjusted year-
on-year changes as follows:

Currency-

Percentage adjusted

change | percentage

from 2003 change
to 2004 from 2003| Currency
as reported to 2004 impact
% % %
Software revenue +10 +13 -3
Maintenance revenue + 10 +13 -3
Product revenue +10 +13 -3
Consulting revenue +1 + 4 -3
Training revenue +1 +4 -3
Service revenue +1 +4 -3
Other revenue +3 +8 -3
Total revenue +7 +10 -3
Germany" +7 +7 0
Rest of EMEAY +6 +6 =0
United States®) +9 + 19 - 10
Rest of Americas’ +10 + 18 -8
Japan -12 - 10 -2
Rest of Asia-Pacific”! + 21 +25 -4
Total revenue +7 +10 -3
QOperating incame +17 +22 -5

Y based upan the location of the customer

Cash earnings according to DVFA/SG is an adjusted cash flow
measure developed by the German Society of Investment
Analysis and Asset Management to improve comparability
across companies. The reconciliation from cash earnings
according to DVFA/SG to net income is provided on page 33
of this annual report.

In addition, management gives guidance based on
non-GAAP financial measures as defined above. Management
does not provide its guidance on operating margin and
earnings per share based on GAAP measures because these
measures include expenses like stock-based compensation,
impairment-related charges, and acquisition-related charges.
Management views these expenses as less meaningful in
assessing the financial performance of SAP’s core operations,
or they are factors outside management’s control, dependent
on SAP’s share price or the share price of companies we acquire

or in which we invest.




INDEPENDENT AUDITOR'S REPORT

We have audited the consolidated financial statements
prepared by SAY Aktiengesellschaft Systeme, Anwendungen,
Produkre in der Datenverarbeitung, Walldorf comprising
the balance sheet, the income statement, the statements of
changes in shareholders’ equity and cash flows, as well as the
notes thereto as of and for the business year from January 1
to December 31, 2004. The preparation and the content of the
consolidated financial statements in accordance with
Accounting Principles Generally Accepted in the United States
of America (U.S. GAAP) are the responsibility of the Company’s
management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audit.
We conducted our audit of the consolidated financial
statements in accordance with German auditing regulations
and German generally accepted standards for the audit of
financial statements promulgated by the Instivur der Wirt-
schafispriifer (IDW) and in supplementary compliance with
Auditing Standards Generally Accepted in the United States of
America (US. GAAS). Those standards require that we plan
and perform the audit such that it can be assessed with reason-
able assurance whether the consolidated financial statements
are free of material misstatements. Knowledge of the business
activities and the economic and legal environment of the
Group and evaluations of possible misstatements are taken
into account in the determination of audit procedures. The

Mannheim, Germany
March 9, 2005

KPMG Deutsche Treuhand-Gesellschaft

Akdengesellschaft
Wirtschaftspriffungsgesellschaft

Sy

Schmid
Wirtschaftsprisfer

Walter
Wirtschaftspriifer
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evidence supporting the amounts and disclosures in the
consolidared financial statements is examined on a test basis
within the framework of the audit. The audit includes assessing
the accounting principles used and significant estimates made
by management, as well as evaluating the overall presentation
of the consolidated financial statements. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
present a true and fair view of the net assets, financial position,
results of operations and cash flows of the SAP-Group in the
business year in accordance with Accounting Principles Gener-
ally Accepted in the United States of America (U.S. GAAP).

Our audit, which also extends to the combined Review
of SAP Group and SAP AG Operations prepared by SAP AG’s
management for the business year from January 1 to December
31, 2004, has not led ro any reservations. In our opinion on the
whole the Review of SAP Group and SAP AG Operations
provides a suitable understanding of the Group’s position and
suitably presents the risks of future development. In addition,
we confirm that the consolidated financial statements and the
Review of SAP Group and SAP AG Operations for the business
year from January 1 to December 31, 2004 satisfy the conditions
required for the Company’s exemption from its duty to
prepare consolidated financial statements and the group
management report in accordance with German law.

WIRTSCHAFTS-
PRUFUNGS-
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REVIEW OF SAP GROUP AND SAP AG OPERATIONS

BUSINESS IN 2004
GLOBAL ECONOMY

Global economic growth stronger than in previous year

After the inertia of 2003, there was noticeably more activity in
the global economy in 2004, but some momentum was lost
again as the year progressed. Chief among the causes was the
second-half deceleration in the United States and China.
Nonetheless, 2004 saw some 5% real growth in the world econ-
omy, according to an analysis by the International Monetary
Fund (IMF). That is the best annual rate of growth since 2000.
Strong demand in Asia and the United States were the key
drivers boosting economic activity.

Among the key factors in the global economy in 2004
were the high prices for oil and other raw materials, which
led to a sustained rise in costs and a significant reduction in
disposable persenal income. The Organisation for Economic
Co-operation and Development (OECD) also sees the oil price
as the real brake on economic activity.

In 2004, the industrialized countries’ contribution to
the growth of gross world product (the value of all goods
produced and services provided) was slightly smaller than that
of the emerging countries. Indeed, growth was remarkably
strong in the emerging markets in 2004. For example, the IMF
estimates that China’s gross domestic product {GDP) rose at
least 9%. The combined economies of eastern Asia grew 5.4 %
according to the annual “Fall Report” on the state of the global
and German economy, published by the six major German
economics research institutes. In Japan, the government
reported national economic growth of 2.6% for 2004, a slight
improvement on the previous year’s 2.5 %, but well below
observers’ expectations. Late in 2004, the OECD still expected
the year’s growth in Japan to be 4%, but these hopes were
dashed by a poor fourth quarter. According to the Fall Report,
the Russian economy was highly dynamic, with 7% growth in
2004 (2003: 7.3 %).

Pictures and graphs are included for illustrative purposes only and are
nat part of the audited Review of Operations.

The OECD’s numbers for the United States economy
in 2004 show 4.4 % growth; the figure for 2003 was just under
3.0%. The OECD also recorded resuscitated growth in the
eurozone in 2004 — albeit at a rather modest level. According
to the Fall Reporrt, the increase in economic activity in the
European Union in 2004 was 2.4 %, whereas only 1% growth
was achieved in the year before.

The OECD’s estimate shows Germany still under-
performing in comparison, although with economic growth
at 1.2% in 2004 it was doing better than in zero-growth 2003.
While personal spending remained restrained under increasing
pressure from fuel costs as the year progressed, advances
elsewhere provided a welcome boost for German exporters.

IT SECTOR

Global IT industry stronger than in 2003

Research by U.S. investment bank Goldman Sachs showed
that, as in the previous year, the information technology (IT)
industry lacked impetus worldwide in 2004. Goldman Sachs
estimates that in 2004 hardware and software spending was 3%
to 4% higher than in 2003, failing to keep pace wich the increase
in global GDP but improving on the previous year’s 1% to 2%
IT spending growth (also a Goldman Sachs estimate).

According to market researcher Gartner, western
Europe company budgets for IT services were only 0.3% higher
than in 2003. Market intelligence specialist IDC believes
IT budgets grew 1.5% in Germany. On the other hand, in late
November 2004 the German Association for Information
Technology, Telecommunications, and New Media (BITKOM)
issued results of a membership survey pointing to an increase
in IT spending in Germany of 2.5 %.

IT sales were rather livelier in Asia-Pacific than in
Europe, in line with the generally more encouraging economic
trend in that region. Gartner estimates that [T spending in
Asia-Pacific increased 12 % in 2004. Butat 10%, growth in Japan
was weaker than in the rest of the region. Gartner calculates
that the United States’ IT spending grew 4% in 2004.

Toward the end of 2004, the revenue outlook for IT
companies began to improve. However, postponed investments
from previous quarters were not yet released. Moreover,
Oracle’s prolonged efforts to acquire competitor PeopleSoft
brought turbulence to the business software arena. AMR
Research and Gartner both found that the resultant uncer-
tainty harmed the entire industry - companies were reluctant
to spend while confusion reigned about the future of products.




BUSINESS AT SAP

A successful year for SAP

SAP enjoyed a successful 2004 although, as in 2003, the trend

on the foreign exchanges was disadvantageous to the Company

and competition in SAP’s segment remained fierce. Key success
factors included strong software sales, the expanded product
offering, the progress on the Company’s open integration and
application platform, and the upsurge in channel partnership
signings.

o SAP met, and in some cases even exceeded, the operational
goals it had formulated at the beginning of 2004. In 2004,
SAP posted a 10% year-on-year rise in software revenue — the
first rime license sales had improved since 2001 — and fulfilled
its own forecast exactly. Total revenue also grew significantly
for the first time since 2001. This was accompanied by a rise
in operating margin: As SAP forecasr, it rose one percentage
point. Pro-forma earnings per share increased to €4.37, above
SAP’s target range of €4.20 to €4.30. SAP succeeded here
even though gains by the euro against the U.S. dollar in 2004
reduced the recorded value of revenue earned in dollars.
Following its 20 % loss against the euro in 2003, the U.S. dol-
lar declined approximately 10 % against the euro in 2004.

3 SAP fortitied its market position in 2004. The Company’s
own analysis indicates that it won 56 % (2003: 53%) of the
business software license space that it contests with its peers.
The peer group is defined as Oracle Corp. and PeopleSoft,
Inc. (which are currently merging), Siebel Systems, Inc., the
relevant business units of Microsoft Corp., and SAP.

o Driving forward SAP NetWeaver was a central plank in
strategy. The Company successfully pushed development
forward to general release and synchronized all of the tech-
nology platform’s components in a total package, winging
some 1,500 reference customers and more than 2,000 part-
ners. SAP NetWeaver is an open platform and is the technical
foundation for mySAP Business Suite solutions and
packaged composite applications known as SAP xApps. With
SAP NetWeaver, companies can flexibly implement, execute,
and improve their business processes. Moreover, SAP
NetrWeaver is the technology platform for Enterprise Services
Architecture, SAP’s blueprint for solutions aligned to Web-
service standards.
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o SAP completed preparations for the general availability of the
successor to SAP R/3 — mySAP ERP —and shipped it to some
1,300 customers. From 2005, mySAP ERP will be available to
all customers. Powered by SAP NetWeaver, mySAP ERP
combines complete, scalable software for enterprise resource
planning (ERP) with a flexible, open technology platform.

o The Company’s investment in extending its small and mid-
size business (SMB) solutions is increasingly bearing fruit.

In the SMB segment in 2004, it achieved above-average soft-
ware revenue growth and sirengthened its marker position.
Moreover, SAP announced the specification of the new
SAP Business One version and increased the number of
customers and partners.

o The Company concluded key contracts with a number of
customers in 2004. The United States Postal Service (USPS),
which is the largest postal organization in the world, will
manage its human capiral resources using mySAP Business
Suite. The aim is to improve personnel planning and
management, and the related administrative processes, and
achieve better customer satisfaction. PepsiCo, Inc., a leading
food and beverage company, has selected mySAP Business
Suite to streamline its demand and requirement planning,
supply-chain management, inventory, and distribution
processes. PepsiCo requires a single, integrated process
linking supply chain and inventory with customer-facing
acuvities.

o To give its customers the timeframe and cost information
that they need to plan their software maintenance and
upgrade projects, SAP announced in 2004 the “5-1-2" release
and maintenance strategy. This strategy offers customers five
years of mainstream maintenance for SAP solutions at the
standard maintenance fee, followed by one year of extended
maintenance at a 2 %-higher fee, and then the option of
two more years at a 4 %-higher fee. After these eight years,
customer-specific maintenance begins, which, with a few
exceptions, comprises the same range of services.
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Organizational improvements continue

To be successtul, aside from its intelligent and practical

products the Company needs an organizational structure that

is geared to SAP's strategic goals and fully addresses the
challenges facing SAP’s operations. In 2004, the Company
accordingly took further steps to enhance its structures and
optimize its organization,

@ In 2004, the Company continued to push ahead with the
globalization of its support and development organizations.
In September, SAP opened a new global support center
(GSC) in Dalian, China, as part of a network including other
GSCs in Ireland, Spain, Austria, and India. The development
organization expanded its development locations, primarily
in India, China, and Bulgaria.

& To rapidly and flexibly respond to customers’ needs for con-
sulting and integration services based on the SAP NetWeaver
open platform, SAP gathered in its consulting resources in
2004. It acquired an additional 20% of the shares of its service-
provider affiliate SAP Systems Integration AG (SAP SI),
taking its total stake just over the 90 % mark. The aim of the
purchase was to intensify cooperation between SAP SI and
the SAP Group’s consulting and service organization.

& SAP pursues a strategy of buying businesses to supplement
its offering and increase the attractiveness to its range of
solutions. Underscoring this strategy, it acquired U.S. soft-
ware company A2i in July 2004. Specifically, SAP acquired
A2i’s expertise and technologies to broaden the master data
management capabilities of the SAP NetWeaver open
integration and application platform.

New collaborative partnerships

SAP entered into new collaboration agreements in 2004 to

help the Company build up its industry expertise, test its devel-
opments under real conditions, and engage partners in
improving its customer offerings.

8 SAP’s partnership with Microsoft Corp., which started more
than 10 years ago, was expanded despite the fact that the two
companies compete in the applications market. Notably, the
companies aim to ensure that in the future their technology
platforms, Microsoft NET and SAP NetWeaver, work better
together. They agreed to a shared plan for the release of cer-
tain technology components and to a patent cross-licensing
arrangement. While these negotiations were in process,
Microsoft approached SAP to sound out the possibility of a
merger. Exploratory talks came to an end in the spring of
2004 and there is no intention of resuming discussions.

@ SAP strengthened its collaborative ties with IT company
IBM in the field of solutions for retailers. Among SAP’s
contributions were SAP Retail Store and SAP for Retail; IBM
contributed Store Integration Framework,

& SAP agreed with consulting firm Deloirte Touche Tohmatsu
to share development work on special software and service
packages for grocers to provide accurate, rapid traceability of
individual products.

SAP hits demanding software revenue target

For 2004, SAP set itself the goal of returning to double-digit
software revenue growth, with a target of 10%. The €2,361 mil-
lion software revenue that the Company recorded was exactly
on that target. On a constant currency basis, software revenue
climbed 13%. Translated to U.S. dollars for comparison, SAP’s
software revenue rose 19% — a significantly larger increase than
was achieved by the Company’s key U.S. peers.

Revenue Breakdown by Type of Activity
in € millions | percent | change since previous year

Training 302
4% | +1%

Software 2,361
31% |+10%

Consulting 1,971
26% | +1%

Cther 57

1% ] +2%
Maintenance 2,823
38% | +10%




That 2004 was so successful for SAP in terms of software
revenue is due largely to its achievement in the United States.
The Company believes it shone in the United States and else-
where principally because of its well-positioned sales organiza-
tion and the breadth and depth of its product offering.

SAP regularly surveys its customers to find out how
they plan to deploy the software they buy. This enables the
Company to allocate its software revenue to various software
solutions. The 2004 results indicate especially strong growth,
14% to €501 million, in the customer relationship management
segment. ERP solutions were even more successful; revenues
of €990 million represented a 23 % increase.

Software Revenue Breakdown by Sefiware Soiution
in € millions | percent | change since previous year
Supplier Relationship
Mianagement (SRM) 147
6% |-

Supply Chain Management
(SCM) 480

21% 1 +1%

Customer Relation-
ship Management
(CRM) 501

Enterprise Resource
Planning (ERP) 990

42% | +23%
21% | +14%
Product Lifecycle
Other 76 Management (PLM) 167
3% |- 7% | +7%

At the beginning of 2004, SAP publicly forecast above-average
revenue growth for the year in the financial services and public
services sectors. The Company successfully met that expecta-
tion in both cases — SAP’s software sales to public services
increased 28 % to €242 million and its software revenue from
the financial services sector grew 14 % to €198 million.

On the basis of orders received, 31 % of software revenue
was from small and midsize businesses (SMBs — companies
with fewer than 2,500 employees or translated revenue of less
than one billion U.S. dollars). In 2003, 28 % of SAP’s software
revenue was from SMBs. The Company therefore met the
target it set early in 2004 of significantly increasing sales to
SMBs.
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Maintenance revenue rises 10 %

In 2004, the Company’s maintenance revenue grew 10% (13%
at constant currencies). Product revenue — software revenue
plus maintenance revenue — climbed 10 % from the previous
year’s €4,716 million to €5,184 million in 2004.

Consulting and training revenues grow slightly

SAP concentrated on growing product revenue in 2004. As a
result, consulting revenue only grew 1% (4% at constant cur-
rencies) to €1,971 million in 2004.

The Company turned training revenue around after
it had declined in the two previous vears. In 2004, training
revenue was €302 million, an increase of 1% (4% at constant
currencies). One of the reasons for the upturn was that
demand for training grew in 2004 in the wake of accelerating
software sales.

Driven chiefly by the strong advance of software
revenue, total revenue rose 7% to €7,514 million. Excluding
currency effects, the increase was appreciably higher at 10 %.

Total Revenues
in € millions | change since previous year

6,265 7.341 7,413 7,025 7514
+23% +17% +1% -5% +7%
8,000
6,000
4,000
2,000
0
2000 2001 2002 2003
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Revenue grows in all regions

SAP succeeded in increasing its total revenue in all regions. In
2003, the Company’s revenue growth in Germany, the home
market, was subdued, burt in 2004 German revenue grew a
remarkable 7 %. Germany’s contribution of €1,780 million
represented almost one-fourth of the Group’s revenue. The
Company’s revenue from the rest of the Europe, Middle East,
and Africa (EMEA) region increased 6% to €2,443 million.

The upturn in revenue was most noticeable in the second half
of the year, both in Germany and the rest of the EMEA region.

At the beginning of 2004, SAP forecast better-than-
average revenue growth in the United States and the Asia-Pacific
region, and these expectarions were fulfilled. The Company
achieved 9% growth (19 % at constant currencies) in the
United States and 21 % growth (25% at constant currencies) in
Asia-Pacific (except Japan). U.S. sales valued at €1,894 million
represented 25 % of SAP’s total revenue and reinforced the
Company’s position in this, the key market for business
software.

In Asia-Pacific, SAP’s revenue growth was especially
strong in the emerging markets of China and India. On the
other hand, the operating environment in Japan remained
problematic and affected revenue, which declined 12 %
to €387 million. Excluding the negative impact of currency
effects, revenue declined 10 % in Japan. SAP’s revenue in
the entire Asia-Pacific region was €867 million, an increase of
3% on the previous year’s result.

Revenue Breakdown by Sales Destination
in € millions | percent | change since previous year

‘ = Japan 387
Rest of Asia-Pacific 480 el 5% |-12%
6%]+21% /

S Germany 1,780

USA 1,894 S 24% ] +7%
25% | +9%
Rest of
Americas 530 Rest of EMEA 2,443
7% +10% 33% | +6%

SAP steps up sales to public services

SAP’s revenue grew in all industry sectors. Total revenue from
discrete industries, consumer industries, and financial services
was 9% higher than in 2003. Discrete industries generated 24 %
of all SAP revenue, making them the biggest contributor ~
amantle previously worn by the service industries. Sales to
public services grew to €694 million, a double-digit increase in
percentage terms. This increased the contribution that sales
to that sector made to SAP’s total revenue.

Bevenue Breakdown by Sector
in € millions | percent { change since previous year

Pubtlic services 694
9% |+15%

Process
industries 1,469

Financial services 519
T%|+9%

Service 20% | +6%
industries 1,674
22% {+1%

Discrate
Consumer industries 1,808
industries 1,350 24% {+9%
18%{+9%

SAP improves operating margin

For 2004, SAP set a goal of improving efficiency, and at the
beginning of the year the Company forecast a one-percentage-
point gain in pro-forma operating margin. [t fulfilled that
forecast with an increase from 27 % to 28 %. Over the past five
years, SAP has increased its pro-forma operating margin almost
eight percentage points. The pro-forma operating margin
expresses the ratio berween pro-forma operating income (oper-
ating income excluding expenses for stock-based compensation
and acquisition-related charges) and rotal revenue. In 2004,

the operating margin including expenses for stock-based com-
pensation and acquisition-related charges was 27 %, an increase
of two percentage points.




Operating Margin

{before stock-based compensation and acquisition-related
charges)

in percent | change since previous year

20 20 23 27 28
24
18
12
6
[1]
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Continued success in managing costs

Cost of product was €804 million, 4% lower than in 2003,
reflecting the more advanrageous cost structure for the
purchase of third-party licenses and greater efficiency in the
support organization. The Company reduced pro-forma cost
of product, which excludes costs for stock-based compensation
and acquisition-related charges, 3% to €782 million. The
product margin climbed two percentage points to 84 %.

Operating Eupenses Breakdown

(excluding stock-based compensation and acquisition-related
charges)

in € millions | percent | change since previous year

General and

administration 363 Cost of product 782

T%{+7% 14%1-3%

Sales and . Cost of

marketing 1,515 service 1,759
32%]+6%

28% | +10%

Research and N
development 1,011 \\ R Other -2
19% | +6% T 0% |-

Cost of service was €1,784 million, 5% higher than in 2003.
Pro-forma cost of service, which excludes expenses for stock-
based compensation and acquisition-related charges, was
€1,759 million, an increase of 6% on the previous year’s figure.
The service margin decreased three percenrage points to 22 %.
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One substantial component in the cost of service increase and
the related service margin decline was the recruitment of new
consultants, who did not reach full productivity in 2004. The
percentage increase in cost of service was kept down to slightly
less than the 6% increase in headcount (expressed in full-time
equivalents — FTEs). The margin was also impactred by growing
pressure on prices in the consulting market.

In the course of the year, SAP built new development
capacity, and developer headcount (in FTEs) increased 12 %.
However, research and development expenses rose only 2%
in 2004, from €996 million to €1,020 million. This was chiefly
because development capacity was stepped up more in key
emerging economies where salary levels are lower. Excluding
expenses for stock-based compensation and acquisition-related
charges, research and development expenses rose 6% to
€1,011 million in 2004.

Sales and marketing expenses increased 8 % to
€1,524 million in 2004. Pro-forma sales and marketing expenses
(thatis, excluding expenses for stock-based compensation and
acquisition-related charges) increased 10 % to €1,515 million.
Sales and marketing expenses equaled 20 % of total revenue,
which was the same ratio as in 2003.

General and administration expenses increased only
3% to €366 million, despite the investment in setting up a
European shared service center. General and administration
expenses represented 5% of total revenue, as they did in the
previous year. Pro-forma general and administration expenses
(thatis, excluding expenses for stock-based compensation
and acquisition-related charges) increased 7 % to €363 million.

Operating income grows

SAP again succeeded in increasing operating income. The
recruitment of many new employees, increased expenses for
outsourced services, and more business travel drove total
operating expenses up 4% (6% on pro-forma numbers). How-
ever, the increase in tota] revenue was steeper, resulting in a
17 % rise in operating income to €2,018 million in 2004. Pro-
forma operating income (that is, excluding expenses for stock-
based compensation and acquisition-related charges) rose
11% to €2,086 million.
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Operating income

{before stock-based compensation and acquisition-related
charges)

in € millions | change since previous year

1.243 1,471 1,688 1,880 2,086
+33% +18% +15% +11% +11%
2,000
1,500
1,000
500
Q
2000 2001 2002 2003

SAP secures financial income

In 2004, the Company secured financial income of €41 million,
an increase of 141 % on the 2003 figure. Net interest income
increased 30% to €36 million, chiefly as a result of the Com-
pany's higher level of liquidity. Another factor in the increase
was the gain on sales of marketable equity securities. Unreal-
ized losses on the hedge of anticipated cash flow exposures
associated with the employee stock appreciation rights (STAR)
plan, which are recorded in financial income, were €15 million,
the same level as in the previous year.

Steep rises in pretax income and net income

Like operating income, income before income taxes increased
17 %. SAP’s income before income taxes in 2004 was €2,073 mil-
lion. At the same time, the effective tax rate decreased from
39.0% in 2003 to 36.5 % in 2004, so net income grew 22% to
€1,311 million. Derived from the net income result is the figure
for basic earnings per share, which is of importance to
investors. In 2003, basic earnings per SAP share were €3.47; the
corresponding 2004 figure was €4.22, an increase of 22%.

SAP regards the related pro-forma figures as providing
meaningful information because they neutralize the impact
of expenses for stock-based compensation, acquisition-related
charges, and impairment charges associated with minority
investments. This assists certain comparisons between com-
panies and between years. SAP’s pro-forma net income for 2004

was €1,358 million, an increase of 14 % on the previous year.
Pro-forma earnings per share climbed 14 % from £€3.84 in 2003
to €4.37 in 2004, better even than the initial forecast range

of €4.20 — €4.30.

Liquid assets grow

In 2004, operating cash flow increased 21 % to €1,827 million.
Main reason for the increase were the improvements in
income.

In 2004, net cash used in investments was €887 million
of which €168 million was used for the payments made to
increase the Company’s stake in SAP SI, €212 million for new
investments in intangible assets and in property, plant, and
equipment, and €581 million for investment of cash equiva-
lents in time deposits. The net cash used for investments was
22% less than in 2003, primarily because the increase in time
deposits was significantly lower than in 2003

In 2004, SAP increased its dividend to shareholders
33% in view of the Company’s 2003 results. Net cash used in
financing activities increased 22 % in 2004 to €372 million,
chiefly as a result of the dividend increase.

Cash and cash equivalents held at the end of 2004 came
to €1,513 million, a 54 % increase on the figure for 2003. Liquid
assets, comprising cash and cash equivalents as well as time
deposits, increased 52 % to €3,196 million.

To gain financial flexibility, in November 2004 SAP
established a €1,000 million syndicated credir facility through
an international group of banks. The Company already had
other lines of credit in place; the new line was arranged to
provide additional liquidity. SAP has no current plans to draw
on the facility.




Assets grow; equity ratio improves

The growth of liquid assets was the chief factor in the 20%
growth in total assets to €7,585 million ar the end of 2004 (2003
€6,326 million). Fixed assets grew slightly, by 1%. A decline in
financial assets was counterbalanced chiefly by the investment
in intangible assets. The equity-to-fixed-assets ratio rose again,
from 231 % in 2003 to 283 % in 2004.

Investments
in € millions | change since previous year

286 800 309 275 338
-19% +180% -61% -11% +23%
800
600
400
200
0
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SAP improved receivables management, as it repeatedly has
for several years. The Company reduced its rolling 12-month
average collection period, which is measured in days’ sales out-
standing (DSO), by five days to 71 days.

Net income growth increased shareholders’ equity in
SAP. The equity ratio (that is, the ratio of equity to toral assets)
increased two percentage points to 61 % in 2004.

Consolidated Balance Sheet Breakdown
in percent

Liabilities
61
5

Assets
E& Shareholders’ equity 59
| Long-term 32 26 6
74

Short-term
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Financial instruments minimize risks

As a global company, SAP is subject to various financial risks,
Every month, the SAP sales companies in each country transfer
to SAP AG, the parent company, a license fee based on their
software and maintenance revenues. Those fees are mainly
paid in local currencies, and, to hedge foreign exchange risks,
SAP sells currencies forward under contracts that generally
run for 12 months. Withour exception, all of SAP's currency
futures transactions relate to underlying business rather than
speculation.

Along with fixed salary, SAP employee compensation
may include elements that vary with the performance of SAP
ordinary shares. The STAR plan is such an element, passing
weighted stock appreciation value on to employees. SAP uses
derivative instruments from independent banks to manage the
associated share-price risk. Each of these contracts is subject
to the Company’s internally stipulated policies concerning the
creditworthiness of the bank concerned. For details about
the use of hedging contracts, see the notes to the consolidated
financial statements.

SAP AG financial statements reflect revenue growth

Asin previous years, SAP is filing not only consolidated finan-
cial statements for the SAP Group but also separate annual
financial statements for its parent company, SAP AG. Whereas
the consolidared financial statements are prepared in accor-
dance with U.S. generally accepted accounting principles
(U.S. GAAP), SAP AG standalone financial statements are
required to be filed in accordance with the accounting princi-
ples defined in the German Commercial Code or Handels-
gesetzbuch (HGB).

As in the past, the major source of the revenue reported
in the SAP AG statements was software license fees paid by sub-
sidiaries. Thus SAP AG’s 12% revenue increase to €3,317 million
in 2004 primarily results from the increase in product revenue
posted by the SAP Group. Another factor was a change in the
recording of third-party database management system license
fees, which SAP AG collects and pays and which increased the
revenue figure and the other operating expense figure by
equal amounts. SAP AG’s cost of services and materials almost
entirely comprises third-party services, including those
provided by SAP subsidiaries. This figure rose 24 %. Personnel
expenses, mainly the labor cost of the developers, service and
support staff, and administration staff employed by SAP AG,
were 2% lower than in the previous year at €749 million despite
the headcount growth. The major factor in the decrease
was a lower expense for stock-based compensation than in
2003. Depreciation and amortization expenses rose 1% ro
€335 million.
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In 2003, a transfer, within the SAP Group, of shares of
an SAP subsidiary company resulted in income from liquida-
tion and realization of hidden reserves totaling €315 million in
the SAP AG financial statements. No such structural measures
were undertaken in 2004, and the figure for other operating
expenses was consequently 55% lower in 2004 at €307 million.
This was the main reason why operating income declined 30%
to €703 mullion in 2004,

Higher interest income earned on liquid assets in 2004
and lower writedowns on financial assets combined to increase
SAP AG’s finance income 37 % to €490 million. Since that
increase did not fully compensate the decline in operating
income, pretax income at €1,193 million was 12 % less than in
2003. SAP AG’s effective tax rate for 2004 was 36 %. The 2003
effective tax rare was considerably lower at 22 %, mainly
because of nontaxable income from the intra-group transfers
of shares of an SAP subsidiary and from equity securities.
Owing to the higher effective tax rate, the 28 % decline in net
income to €758 million was more pronounced than the decline
in pretax income in 2004.

SAP AG’s total assets closed at €5,770 million in 2004.
The major factors in the 22 % increase on the 2003 tigure were
liquid assets ard marketable securities. Shareholders’ equity
grew 17 % to €3,692 million, chiefly as a result of the retained
earnings carryforward from the previous year. The equity ratio
was 64 %.

Substantial dividend increase recommended

SAP wishes to continue its dividend policy of recent years and
believes its shareholders should again benefit appropriately
from the Company’s success in the fiscal year. As before, the
SAP Executive Board and SAP Supervisory Board believe that
the dividend should reflect SAP’s sustainable profirability.
Earnings per share and pro-forma earnings per share both rose
steeply in 2004, and the Executive Board and Supervisory Board
will recommend a dividend of €1.10 per share to the Annual
General Meeting of Shareholders, which would be 2 37.5%
increase over the previous year’s dividend of €0.80. As a per-
centage, the recommended dividend increase is greater than
the increase in income, conveying the Executive Board’s confi-
dence in the sustainability of the Company’s earning power.

If the shareholders approve this recommendarion
and treasury shares remain at the 2004 year-end level, the
provisional total amount distributed in dividends would be
€341.7 million. This dividend payout ratio (defined as the ratio
between total distributed dividends and net income) would rise
from 23 % in 2003 ro 26 % in 2004 on the basis of the provisional
total amount distributed in dividends. The actual amount
distributed is expecced to be different from the provisional total
because the number of shares held in treasury will probably
change before the Annual General Meeting of Shareholders.
Transacrions related to stock-based compensation could also
change the amount of capital stock. Aside from the distributed
dividend, the Company also returned €141 million to the
shareholders by buying back SAP shares in 2004.

EMPLOYEES

Headcount increases significantly

At the beginning of 2004, SAP announced a forecast of 5%
headcount growth for the year, to be staffed chiefly outside
of Germany. The Company said that headcount would grow
in the United States, that a significant portion of the new
positions would be created in India and China, and that there
would not be job losses elsewhere.

To accelerate rechnology and application development,
the Company decided in the course of the year to recruit more
new employees than originally planned. Year-end full-time
equivalent headcount grew 2,595 (9%) to 32,205. Around 250 of
the new employees work for companies bought by the Group
in 2004, At the end of 2004, the headcount of SAP AG, the
parent company, was 8,175 (2003: 7,688), representing 25% of
the total Group headcount.

Most of the new positions were for developers. Across
the SAP Group, headcount grew 12% in development depart-
ments, 8% in maintenance and in sales and marketing, and a
modest 6% in finance and administration. Turning to the
regional numbers, it was Asia-Pacific that again recorded the
highest rate of headcount growth: 31% in 2004. This was chiefly
because of the expansion, announced in the previous year, of
development facilities in China and India.

In previous years, establishing shared service centers
in the Asia-Pacific region and in Latin America had brought
efficiency improvements to SAP’s internal processes. This

encouraged the Company to start setting up a shared service
center in Prague, Czech Republic, for Europe, the Middle East,
and Africa (EMEA). In the furure, it will handle specialized
human capiral and financial administrative tasks for the entire
EMEA region.




An attractive employer

More than 80 % of SAP workers worldwide took part in the
biennial employee survey, which provided valuable insights
into employees’ workplace perceptions and into SAP as an
organization. The high response rate is a clear sign of the
importance employees attach to their work and how involved
they feel in how the Company develops going forward. Eighty-
four percent of respondents said they were proud to work for
SAP.

Employees at Year End
change since previous year

full-time equivalents

24,177 28,410 28,797 29,610 32,205
+13% +18% +1% +3% +9%
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22,500
15,000
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0
2000 2001 2002 2003 2004

Praise for SAP as an employer does not only come from

within the Company. In early January 2005, SAP was named
Germany’s best employer in the category for companies with
5,000 or more employees. The award was based on a survey

of 36,000 randomly selected employees in 110 large and midsize
companies in Germany, conducted by the research institute
Psychonomics.

SAP’s success depends on its employees. Their innova-
tiveness and commitment are key, as is their standard of
education. Most SAP emplovees have a science, engineering,
or business degree from university. The Company pursuesa
policy of investing in training to maintain the high level of
employee proficiency. SAP University, the Company’s internal
training service, held more than 2,000 courses in 2004 and
provided a wide range of Web-based learning modules.
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RESEARCH AND DEVELOPMENT

Thirteen percent of revenue plowed into R&D

SAP knows that in the medium term it must continuously
improve its portfolio of innovative products to maintain and
reinforce its current leading position in the business software
segment. In 2004, it therefore continued to enhance its current
software solutions and develop new products. Consequently,
expenses for research and development (R&D) were 6% higher
at €1,011 million (excluding expenses for stock-based compen-
sation and acquisition-related charges). The portion of its total
revenue that the Company spent on R&D (excluding expenses
for stock-based compensation and acquisition-related charges)
was 13% (2003: 14%). The importance of research and develop-
ment was also reflected in the breakdown of employee profiles.
In 2004, the total headcount of the SAP Group was 32,205, of
whom 9,900 were engaged in development work. The number
of developers increased 12% in the year, and they now consti-
rute 31 % of the Company’s workforce.

Research and Development Expenses

{excluding stock-based compensation and acquisition-related
charges)

in € millions | change since previous year

857 B66 898 951 1,011
+22% +1% +4% +8% +6%
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Technology and applications progress

The key achievement in 2004 was the strategically significant
continuing work on SAP NetWeaver, the open technology
platform that had already been delivered to around 1,500
customers by the end of the year. SAP NetWeaver facilitates

IT system integration on three levels: people, information, and
business processes. It is designed to integrate people in a com-
pany by bringing the right functions and information to the
right employees, and it integrates information by making
both structured and unstructured information available in the
company in a consistent and accessible manner. It is also an
application platform that is designed to integrate business
processes so they run seamlessly across heterogeneous IT sys-
tems. SAP NetWeaver synchronizes all of its technology
platform components in a total package and offers many new
features, including RFID functions. SAP NetWeaver imple-
ments SAP’s Enterprise Services Architecture concept and is
expected to form the technological base for all future versions
of mySAP Business Suite solutions.

One of the ourtstanding SAP NetWeaver innovations
in 2004 was the new version of SAP Master Data Management.
Tt supports efficient administration and rapid analysis of
information about the processes that a company runs in its
diverse system environments by significantly improving and
accelerating the management of master darta.

SAP also extended its program of collaborative research
and development projects in 2004 to include more partners
and customers. For example, the Company started a develop-
ment project 1o create a much enhanced marketing resource
management (MRM) platform for mySAP Customer Relation-
ship Management (mySAP CRM) in collaboration with
leading health, hygiene, and well-being product manufacturer,
Kimberly-Clark. The aim is to automate time-consuming
administrative tasks involved in the processes of planning,
budgeting, developing, executing, and measuring companies’
marketing efforts. Promotions would also be integrated more
simply with companies’ subsequent processes. Toward the end
of 2004, SAP and Accenture introduced a packaged composite
application named SAP xApp Integrated Exploration and
Production (SAP xIEP), which they had developed together. Itis
powered by the SAP NetWeaver technology platform. SAP xIEP
is designed to help energy companies enhance the manage-
ment of their upstream operations, including key oil and gas
exploration and production processes.

In 2004, the Company launched a completely new
version of mySAP Supply Chain Management (mySAP SCM).
mySAP SCM includes applications for planning, executing, and
controlling production processes and the supply chains with
which they connect. The key innovations are a responsive

replenishment scenario that automates and thus accelerates

the replenishment of warehouse stock, and RFID support for

execution scenarios. Companies gain up-to-the-minute
demand visibility and can immediately adapt their purchasing
to any fluctuations.

SAP strongly improved its offerings for small and mid-
size businesses. It added new functions to the industry and
sector solutions in the mySAP All-in-One family of products
for SMBs. During the year, the Company also added new appli-
cations to its mySAP All-in-One suite for enterprise resource
planning (ERP) — which includes support for production, sales,
distribution, logistics, and financial processes - and for cus-
tomer relationship management (CRM). Some of the mySAP
All-in-One out-of-the box qualified solutions are developed
by SAP partners, They support core processes for the industrial
machinery and components, automotive, chemicals, high-
tech, and consumer-products industries as well as for I'T service
providers.

At the same time, the Company advanced the develop-
ment of its SAP Business One solution, which is geared to small
businesses, and in 2004 it launched a new version. Among the
many new functions is material requirements planning. Thus
SAP responded to the growing demand from SMBs for cost-
effective, simple-to-use solutions.

Moreover, the Company launched many new additions
to its range of solution sets for industries in 2004:

@ For instance, in the pharmaceuticals and health field, SAP
for Life Sciences supports the management of regulatory
compliance and time-to-market processes and the optimiza-
tion of time-to-value strategies.

3

= SAP for Railways helps customers optimize railway passenger
and freight transportation business processes. It also sup-
ports sound decision-making on infrastructure investments.

£ The new SAP for Logistics Service Providers solution set
enables key transaction dara to be rapidly collected and
analyzed. This significantly improves data exchange between
the back office, the field, customers, suppliers, and business
partners.

@ The SAP for Postal Services solution set supports postal
services by optimizing letter and parcel distribution, stream-
lining logistics processes, and putting retail and bank services
on a more efficient footing.

B SAP for Wholesale Distribution addresses the needs of the
wholesale sector, from groceries to industrial to medical
and health care. It provides improved marketing processes,
central cash flow data collection, and concepts for analyzing
data and figures that are specific to the industry.

@ The Company enhanced its SAP for Insurance solution set

by adding a policy management solution. The solution hasa

base system with extensions for specific segments.




CORPORATE GOVERNANCE

In 2004, SAP again improved corporate governance. Notably,
the Company took steps to carefully and thoroughly analyze
and implement new corporate governance directives intro-
duced in Germany and other countries.

To address German requirements, SAP focused on
revising its own Principles of Corporate Governance in the
light of amendments to the German Corporate Governance
Code published in 2003. In April 2004, the Company revised
its Principles and published them on its Web site with a compli-
ance declaration reflecting the new Code. One of the note-
worthy changes was the amendment of the terms of the stock
option plan for members of the SAP Executive Board to
incorporate a cap on windfall profits.

In two discretionary marters, the Company decided not
to follow the new German Corporate Governance Code:
= The SAP financial statements for 2003 already disclosed indi-

vidualized Executive Board compensation figures, but the
breakdown into fixed and variable elements was shown only
for the Executive Board as a body.

2 SAP sees collective Executive Board responsibility as a signifi-
cant factor in the Company’s success, and therefore neither
the SAP AG Articles of Incorporation nor SAP’s Principles
of Corporate Governance contain provisions that envisage
individual performance as a criterion in determining appro-
priate compensation for Executive Board members.

SAP amended its Corporate Governance Principles again in

early 2005 in respect of the disclosure of individualized Execu-

tive Board compensation details in its 2004 financial reports.

For the first time, the Company is publishing the fixed and

variable elemencts in each Executive Board member’s compen-

sation. However, it is doing so not in the notes to the consoli-
dared financial statements, as envisaged in section 4.2.4 of the

German Corporate Governance Code, but in a separate com-

pensation report, which also contains additional information

disclosed voluntarily. The compensarion report forms part of
this Annual Report and is available on SAP’s Web sire.

SAP also acted on further rules under the U.S. Sarbanes-
Oxley Act in the required time frame. In particular, this
involved extending the documentation of the internal audit
system and preparing for the first audir of that system by SAP’s
independent auditor pursuant to the new U.S. regulations.
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According to the corporate governance rules of the
New York Stock Exchange (NYSE), foreign companies listed on
the NYSE must publish a report on their Web site stating any
substantial ways in which their corporate governance pracrices
differ from rthe NYSE corporate governance rules. To meet
this requirement, in 2004 SAP published its first corporate
governance report on its Web site, setting out in detail the
differenices between SAP's corporate governance practice and
the NYSE rules.

SAP's work toward exemplary corporate governance
was acknowledged by independent specialists. Thus, in its
analysis of international companies early in 2005, Institutional
Shareholder Services, Inc. (ISS), a global leader in corporate
governance services, found SAP to enjoy the best corporate

governance of all major German companies.
2005: EARLY MEWS

Strategic measures for continuing growth

SAP has already made a number of strategic changes in 2005

aimed at continuing the Company’s success going forward.

o1 In January 2005, SAP announced that it is grouping all of
its customer-facing services — sales, consulting, and external
education — under the management of a single Executive
Board member. With that in mind, the consulting and
education services are being united in one organization
named SAP Field Services. This alignment is designed to
ensure “one face to the customer.” The further improve-
ment in SAP's consistent, reliable behavior better meets
the needs of customers, who see one line of business with a
holistic profile.

G On March 1, SAP announced a realignment of its manage-
ment structure with immediate effect to reinforce the
Company’s growth strategy and better serve its customers.
The SAP Executive Board members’ responsibilities are now
aligned along the SAP solutions value chain —spanning
innovation, research and development, production, services,
marketing, training, consulting, and sales. Following along
this value chain, Peter Zencke is responsible for research and
breakthrough innovation including the application develop-
ment of Business Process Platform (BPP) as well as new solu-
tions based on it. Shat Agassi is responsible for all software
and solution development of existing products, including
SAP NetWeaver as an integration and technology platform.
He is also responsible for the Business Solution Groups,
which deliver SAP’s portfolio of 28 industry-specific solutions
and cross-industry applications. Shai Agassi is also respon-
sible for product and industry marketing. In addirion to his
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existing function as head of Global Human Resources,

Claus Heinrich now manages all SAP’s research and develop-
ment centers around the world and is responsible for final
production and quality assurance of SAP software and the
internal security and IT organizations. Gerhard Oswald
continues ro lead Global Service & Support. Léo Apotheker
retains responsibility for global sales, as well as field services
(consulting and training), but also takes over responsibility
for global marketing. Werner Brandt remains Chief Financial
Officer.

At the start of 2005, Oracle Corp. completed its takeover of
PeopleSoft, Inc. This was the biggest-ever merger among
SAP’s peer group. SAP promptly introduced a comprehen-
sive program of support for the 2,000 companies that have
deployed both SAP solutions and software from PeopleSoft —
or from J.D. Edwards & Company (JDE), which PeopleSoft
took over in 2003. With this program, SAP aims to help these
customers away from uncertainty by offering them a clear
road map for the longer-term development of their business
application strategies. The offering includes support for their
PeopleSoft and JDE software, and offers other incentives to
migrate to SAP solutions. To back up the program, early in
2005 SAP acquired TomorrowNow, Inc., a U.S. company that
specializes in providing maintenance and support services
for PeopleSoft and JDE products.

To enhance its software solutions and services for the retail
sector, on February 28, 2005, SAP announced thatit had
signed a definitive merger agreement to acquire all of the out-
standing shares of Retek, Inc. (Retek) based in Minneapolis,
United States. The shares of Retek, which provides software
solutions for retail companies, are publicly traded in the
United States (NASDAQ: RETK). SAP intends to make a cash
tender offer directly for all outstanding shares of Retek at
US$8.50 per share. The aggregate purchase price, including
the cash settlement of Retek’s outstanding share-based
awards and net of cash acquired, is expected to be approxi-
mately US$394 million (€303 million). The acquisition is sub-
ject to customary closing conditions, including regulatory
approvals, and is expected to close in the second quarter of
2005 unless the offer is extended.

O Pursuing its policy of buying emerging dynamic companies
and software products to complement its own offerings,
at the beginning of 2005 SAP announced the acquisition of
Norwegian software company iLytix Systerns AS, with all
of its 10 employees. iLytix is an unlisted company head-
quartered in Oslo that specializes in reporting and analysis
software. Its core product XL Reporter integrates with SAP
Business One, the solution for growing businesses, and is
available with SAP Business One as of the end of March 2005.
This enables small and midsize businesses to leverage and
fully analyze their live mission-critical data. The Company
also purchased DCS Quantum, a vehicle dealer business
management system, from United Kingdom-based DCS
Group PLC. SAP will integrate it into the SAP for Auto-
motive industry solution set as SAP Dealer Business Manage-
ment. Based on mySAP ERP, the solution is designed to
enable vehicle importers, distributors, dealer groups, and
independent dealers to improve sales and service processes
and to achieve more effective collaboration with business
partners and vendors.

CUTLOCK FOR 2005
FORECAST FOR THE GLOBAL ECONOMY

Somewhat slower global growth in 2005

Notwithstanding the gathering worries among some commen-
tators about the high oil prices and the faltering of the boom
in eastern Asia, the global economy is expected to continue
steadily (if less steeply) on its upward path during 2005, Interest
is not expected to become a burden because rates are not
expected to move significantly. A declining dollar becoming an
appreciable inflationary factor in the United States could even
represent a slightly deflationary risk in other major economies
such as Europe. In the eyes of the OECD and the IMF, the
opposing economic currents would broadly cancel one another
out at the global level. The IMF’s economists anticipate an
increase in gross world product of 4.3 % in 2005.

Currently, the United States’ twin budget and current
account deficits are proving to be a drag on the global econ-
omy. This is compounded by the impact of a decline in con-
sumer demand from U.S. households. Nonetheless, high pub-
lic spending should still provide a platform for U.S. economic
growth in 2005. The OECD therefore expects 3.3% growth in
the United States during 2005.




Nort is the increase in the price of oil likely to leave the
economically dynamic countries of eastern Asia altogether
unscathed in 2005. The IWF expects 2005 growth in China to
be 7.5%, which is less than in 2004. The deceleration effect will
be stronger in Japan according to the OECD’s estimates. [t
expects the Japanese economy ro grow just 2.1 % in 2005. How-
ever, the Japanese central bank expects the economy to have
climbed out of the dip, which is primarily caused by slower
export growth, by the end of 2005. The combined economies
of eastern Asia will grow 4.7 % according to the annual Fall
Report published by the major German economics institutes.

For 2005, the Fall Report predicts 2.3% growth in
Europe. That forecast is comparatively cheerful because most
raw materials are priced in U.S. dollars, and while those dollar
prices may increase, the eurozone countries are expected
to need fewer (strong) euros to buy the required dollars. But
Europe is not immune to cyclical risks: Private spending
remains flat and public purse strings are tight in the eurozone.
It remains to be seen how big an impact the higher price of oil
and slower global growth will have on exports.

Once again, Germany can expect to be positioned well
to the rear in the march for growth. The forecasts are relatively
consistent: The OECD predicts 1.4 %, the Fall Report 1.5%,
and the German government 1.7 % growth in Germany in 2005.
The next phase of the German tax reforms can be expected to
help growth by encouraging consumer spending, but exports
may be encumbered by the loss of momentum in the global
economy. Analysts see oil price movements as the most
significant unknown quantity.

FORECAST FOR THE IT INDUSTRY

IT spending is expected to grow 5%

Industry researchers are expecting the modest growth in the
IT sector to continue substantially unchanged through 2005.
For example, U.S. investment bank Goldman Sachs’s study
expects spending on hardware and software to grow by
between 3% and 5% in 2005, which is a similar level of growth
to that in 2004. The renowned sector analysts at Gartner
foresee a global increase in IT spending of around 5% in 2003.
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Gartner expects 4% growth in U.S. IT spending.
BITKOM, the German IT industry association, forecasts single-
digit growth for its home market. According to its survey,
the total revenue of IT and telecommunications companies in
Germany is set to increase 3.4 % to €136 billion 1n 2005. BITKOM
goes as far as saying the IT sector will be “the draught horse
pulling the entire German economy.”

Only SMB software market expects 10 % growth

BITKOM'’s view of the future for the software subsector in
Germany is even more encouraging. It isin this area that
demand is most likely to grow. U.S. industry studies record
heightened interest in new systems and applications, whereas
demand for addirional components for existing systems is
likely to remain flat. A Goldman Sachs report paints a more
optimistic picture of the market for updates and additional
applications to existing customers, adding that its scenario does
not depend on a substantial decline in prices.

If economic conditions fetter overall demand for busi-
ness software, the only ways to grow in 2005 would be increas-
ing market share and offering innovative products, according
to analysts at Morgan Stanley. They believe the current move
from rather monolithic applications to a completely new,
flexible software architecture offers opportunities, but also
carries risks. After the age of the Interner, we are now moving
into the era of the integrated platform and application system.
This will open up growth prospects, provided the challenges
are evaluated correctly and solutions are precisely tailored to
matket requirements. Investment bank [PMorgan’s IT sector
analysts see SAP as once again ahead of the global competition
in that regard.

Morgan Stanley’s forecasts show that the small and
midsize business (SMB) software category is a special case.
SMBs as a class have a pressing need to make up ground, so
IT analysts are predicting 5% to 10% annual growth in that
segment. However, IDC Research expects growth of the toral
business software market to be limited to some 5% in 2005.

BITKOM and Goldman Sachs agree about the most
promising types of products. They both consider thar security
applications, offering protection against viruses and loss of
data, still have the greatest potential of all software. Other
categories for which they expect stronger demand growth are
wireless local area network (WLAN), network management,
enterptise resource planning, data storage, and darta analysis
and measurement solutions. AMR Research predicts that the
market for customer relationship management (CRM)
solutions will grow by an average of 9% per year until 2008.




72 Review of SAP Group and SAP AG Operations

FORECAST FOR SAP

Strategic goals

SAP believes it is well positioned as fiscal year 2005 gets under
way. This is because in 2004 its software revenue climbed back
into double digits and it won peer group share, and because of
its clearly defined solution strategy for the medium term.

For the medium term, SAP attaches exceptional impor-
tance to its concept for business applications of the future,
Enterprise Services Architecture, Specifically, it seeks to devel-
op SAP NetWeaver from a technology platform into a platform
for business processes (Business Process Platform). That means
the platform will combine infrastructure technology with a
portfolio of preconfigured business process modules that
customers can adapt for their own needs. The resulting con-
vergence of applications and infrastructure has been termed
“applistructure” by Forrester Research.

Establishing Business Process Platform, and applications
powered by it, opens up to SAP’s customers the freedom to
simplify their own processes and workplaces and to add their
own features. To SAP, Business Process Platform is the road to
intelligently combining and configuring reusable services to
quickly and efficiently build innovative business solutions.
Moreover, it will be simpler to integrate products that inde-
pendent software vendors build for Business Process Platform
with SAP’s own solution offering. These approaches all add up
to new potential for revenue and greater profitability for SAP.

To build from that base, the Company has identified
four strategic priorities for 2005
o To grow revenue, especially software revenue
= To establish itself as a leading player in the applistructure

arena
7 To extend its position as a leading supplier of solutions for
SMBs
2 Internally, to ensure that the Company operates as
effectively and efficiently as possible so that it has more
freedom to invest
It is SAP’s aim to complete Enterprise Services Architecture
by 2007. That means all of SAP’s applications must run on
Business Process Platform by then, starting with mySAP All-in-
One in 2006. For two reasons, 2005 is a pivotal milestone on that
road. First, the Company will ship mySAP Business Suite and
almost all of the industry solutions on SAP NetWeaver. Second,
SAP will release the first Business Process Platform to some
independent software vendors as a beta to test whether it is
attractive enough for them as a basis for independent develop-
ment and to gather experience for subsequent developments.
The Company will also work on convincing customers of the
benefits of the platform’s standardized processes.

Operational goals: growth and investment

In 2005, SAP aims to post double-digit software revenue growth

for the second year in a row and thus win more peer group

share again — and outperform the growth of the overall IT
industry. At the same time, 2005 will be a year of investments.

Investment will focus on driving forward development of Busi-

ness Process Platform and the product offering, continuing

the alignment to volume business, and reinforcing sales and
markerting, It is not intended that investment will cause pro-
forma operating margin to decline. At the beginning of the

year, SAP published the following outlook for fiscal year 2005:

= The Company expects software revenue to increase in a
range of 10—12 % compared to 2004, The growth would be
driven by the Americas and Asia-Pacific.

2 It expects the pro-forma operating margin, which excludes
stock-based compensation and acquisition-related charges,
to increase in a range of 0.0~0.5 percentage points compared
to 2004.

o Ir expects pro-forma earnings per share, which exclude
stock-based compensation, acquisition-related charges,
and impairment-related charges, to be in the range of
€4.70—€4.80 per share. SAP assumes the effective tax rate
will be under 36 %.

The outlook is based on an assumed U.S. dollar to euro

exchange rate of US$1.30 = €1.00. These operational goals are

also premised on the expectations that the economy will be
stable and that the buying behavior of customers will conform
to the usual seasonal pattern, with revenue at its strongest in
the fourth quarter.

As in previous years, the major portion of the planned
investment is earmarked for new hires, who would be taken
on as needed to meet actual requirements. If the year unfolds
as expected, some 3,000 FTEs would be added to the total head-
count. Some 20 % of the new positions would be in Germany,
confirming SAP’s belief in Germany as a place to do business.
SAP anticipates that a significant proportion of the new jobs
will be locared in India and China, without reducing numbers
in other locations.

Itis planned to accumulate liquid assets in readiness
for major investments, acquisitions, and the share buy-back
program.

In the medium term, SAP expects further improve-
ments in its business. It plans for organic growth augmented by
selected promising acquisitions. The Company intends to
generate additional revenue in the next three years from new
users and solutions, license fees from customers and partners
that deploy Business Process Platform, and by acquiring com-
plementary products and integrating them into the offering. It
anticipates that with such revenue growth and with increased
productivity in software development and maintenance,
the Company will sustain the forward momentum of its pro-
forma operating margin, which is expected to exceed 30 %
by 2007.




RISK FACTORS AND RISK MANAGEMENT

Internal risk management policiés and procedures

SAP has a system in place comprising multiple mechanisms
across the SAP Group to recognize and analyze risks early and
respond appropriately. These mechanisms include recording,
monitoring, and controlling internal enterprise processes and
business risks using internal reporting functions, a number of
management and controlling systems, and a planning process
that is uniform throughout the Group. SAP has created
standard documentation of key business processes of SAP AG
and all of its major subsidiaries. These standard processes are
periodically assessed and tested by dedicated “process cham-
pions” as well as SAP’s global internal audit service as to their
design and operating effectiveness. This is to mitigate typical
risks inherent in such processes in line with the requirements
of applicable legal requirements. Further elements of the
system include a corporate Code of Business Conduct for
employees, which was formalized in 2003, and the work of the
Supervisory Board in monitoring and controlling the Execu-
tive Board. In early 2003, SAP created a central dedicated
corporate risk management office along with a global nerwork
of risk management practitioners tasked to consolidate and
enhance SAP’s various exisring risk management activities in
accordance with a uniform corporate methodology. Pursuant
to SAP’s enterprise risk management program, various regular
business activities — from software development programs,
customer implementation projects, and internal IT system
implementations to a variety of corporate areas — are continu-
ously assessed against a range of predefined generic risk cate-
gories identified in a uniform corporate risk catalog. Key risk
factors identified and tracked using the enterprise risk man-
agement program are summarized below in the same risk
category structure as established by SAP’s internal risk man-
agement reporting system.
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Economic risks

0 Implementation of SAP software products can constitute a
major portion of the customers’ overall corporate budget.
Customers’ willingness to invest in acquiring and imple-
menting SAP products and the timing of customers’ invest-
ment tend to be negarively affected in a prolonged economic
ot financial crisis. A slow or weak economic recovery or
other difficulties in the economies where the Company
licenses products, including Europe, the Americas, and Asia,
could thus have an adverse effect on SAP’s business, financial
position, operating results, and cash flows.

0 The financial, polirical, economic, and other uncertainties
following terrorist artacks like those in the United States and
Spain, and other acts of violence or war such as the conflict
in Iraq, could damage the world economy and affect SAP’s
and its customers’ investment decisions over an extended
period of rime.

o SAP’s products and services are currently marketed in over
120 countries worldwide. Sales in these countries are subject
to risks inherent in international business activities, includ-
ing, in particular, general economic or political conditions
in each country, overlap of differing tax structures, and reg-
ulatory constraints such as import and export restrictions,
regulations of the Internet, as well as additional require-
ments for the design and distribution of software or services.

Market risks

o The entire IT sector, including the software industry, is
currently experiencing consolidarion through mergers and
acquisitions, particularly involving larger companies, most
notably the recently announced acquisition of PeopleSoft,
Inc. by Oracle Corp. Large companies like IBM and Microsoft
continue o expand into market areas targeted by SAP and
thus increasingly compete with SAP. This could have a
material adverse effect on SAP in a variety of ways, such as
delaying sales due to customer uncertainty and subjecting
SAP to competition from stronger, established companies
Of New peer group companies.

o Competitors have established or may establish cooperative
relationships among themselves or with third parties ro
address their products to custorner needs. In addition, SAP
believes that competition will increase as a result of consoli-
dations among potential customers of SAP’s products as well
as among its competitors. It is possible that new alliances
among competitors may emerge and acquire segment shares
to SAP’s disadvantage.
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& The recent trend toward business process outsourcing
BPO could result in increased competition for SAP through
the entry of systems integrators, consulting firms, telecom-
munications companies, computer hardware vendors, and
other IT service providers. SAP may be unable to demon-

strate the value of SAP solutions to customers and to offer an
attractive business model. The perception of value created by

SAP’s products among end customers could be diminished
to the extent outsourcing providers bundle SAP applications
with their services. While most of SAP’s revenue is currently
derived from licence contracts directly with end customers,
an increased trend to outsourcing business processes to
external providers could have an adverse impact on SAP's
revenue, earnings, and results of operations. In addition,

the distribution of applications through application service
providers may reduce the price paid for SAP products or
adversely affect other sales of SAP products.

o SAP’s large installed customer base has traditionally generated
a large portion of SAP's revenue. If SAP’s customers decide
not to renew their maintenance agreements or license
additional products or contract for additional services, ot if
they reduce the scope of their maintenance agreements,
SAP’s revenue could significantly decrease and the operating
results could be adversely affected.

Strategic planning risks

© SAP has entered into agreements with a number of leading
computer software and hardware suppliers and technology
providers to cooperate and ensure that certain of the prod-
ucts produced by such suppliers are compatible with SAP
software products. SAP has also supplemented its consulting
and services through alliance partnerships with third-party
hardware and software suppliers, systemns integrators, and
consulting firms. Most of these agreements and alliances are
of relatively short duration and non-exclusive. In addition,
SAP has established relationships relating to the resale of
certain of its software products by third parties. There can be
no assurance that these third parties or business partners,
most of whom have similar arrangements with SAP’s com-

petitors and some of whom also are in competition with SAP,

will continue to cooperate with SAP when such agreements
or partnerships expire or require renewal. In addition,
despite corresponding certification measures taken by SAP,
there can be no assurance that such third parties or partners
will provide high-quality products or services. This could
adversely affect the demand for SAP’s software products.

Human capital risks

o SAP’s operations could be adversely affected if senior man-
agers or other skilled personnel were to leave and qualified
replacements were not available. Especially as SAP embarks
on the introduction of new and innovative technology ofter-
ings to its customer base, such as the SAP NetWeaver plat-
form, SAP is relying on being able to build up and maintain a
specialized workforce with deep technological know-how.
Most of SAP’s current employees are subject to employment
agreements or conditions that (1) do not contain post
employment noncompete provisions and (i} in the case of
most of the existing employees outside of Germany, permit
the employees to terminate their employment on relatively
short notice. SAP’s continued attractiveness as an employer
has been confirmed in a variety of conducted surveys. Never-
theless, in the ongoing economic recovery the competition
for highly qualified talents in the IT industry is again gradu-
ally increasing, and there can be no assurance that SAP will
continue to be able to attract and rerain its key personnel.

@ SAP has a history of rapid growth and will need to effectively
manage future growth to be successful in meeting its prof-
itability targets. To support SAP's future growth, SAP expects
to continue in the long term to increase headcount in lower
cost countries such as India or China. However, there can
be no assurance that SAP’s profitability will increase as the
Company expands its business, especially to the extent SAP
cannot sufficiently staff additional headcount in lower cost
countries due, for example, to a local increase in competi-
tion for workforce.

Organizational and governance-related risks

o1 SAP AG as a stock corporation domiciled in Germany and
listed in the Unired States is subject to governance-related
regulatory requirements under both jurisdictions that are
among the highest standards worldwide and have consider-
ably grown in the past few years. SAP is fully supportive of
the intentions of these laws and standards and believes it has
initiated thorough and detailed implementation measures to
fully comply with all relevant requirements. However great
SAP’s efforts, there can be no assurance that the Company
will not be held in breach of the complex and highly specific
regulatory requirements, for example where individual
employees behave fraudulently or negligently. Any such
accusation against SAP, whether merited or not, may have a
material adverse impact on SAP’s reputation.



Communication and information risks

0 SAP has established a range of security standards to help
ensure that internal, confidential communications and
information about sensitive subjects such as future strategies,
technologies, and products are not improperly or prema-
turely disclosed to the public. However, there is no guarantee
that the established protective mechanisms will work in
every case. SAP’s competitive position could be considerably
compromised if, for example, confidential information
about the future direction of its product development
became public knowledge.

Financial risks

@ SAP’s revenue in general, and in particular SAP’s sofrware
revenue, is difficult to forecast for a number of reasons,
including the relatively long sales cycles for SAP products,
the timing of the introduction of new products or product
enhancements by SAP or its competitors, the potential
for delay of customer implementations of SAP software
products, changes in customer budgets, seasonality of a cus-
tomer’s technology purchases, and other general economic
and market conditions. Because a high percentage of SAP’s
expenses are relatively fixed in the near term, any shortfall in
anticipated revenue could result in significant variations in
SAP’s resulrs of operations from quarter to quarter.

o Although the euro has been SAP’s financial and reporting
currency since January 1, 1999, a significant portion of SAP's
business is conducted in currencies other than the euro.

As a consequence, period-to-period changes in the average
exchange rate of a particular currency can significantly affect
reported revenue and operating results. In general, apprecia-
tion of the euro relative to another currency has a negative
effect on reported results of operations, while depreciation
of the euro has a positive effect. SAP continually monitors
the exposure to currency risk and pursues a companywide
foreign exchange risk management policy. SAP has in the
past hedged, and expects in the future o hedge, such risks ar
least partly with certain financial instruments. However,
there can be no assurance that SAP’s hedging activities, if
any, will be effective.

& Variances or slowdowns in SAP’s licensing activity may
negatively impact current and future revenue from services
and maintenance, since such services and maintenance
revenue typically lag behind license revenue. Any decrease in
the percentage of SAP’s total revenue derived from sofrware
licensing could thus have an adverse effect on its business,
financial position, and results of operations or cash flows.
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o SAP enters into derivative instruments to hedge the anti-
cipated cash flows in connection with SAP’s employee stock
appreciation rights (STAR) plan. There can, however, be
no assurance that the benefits achieved from hedging the
STAR plan exceed the related costs.

Project risks

o Implementation of SAP software is a process that often
involves a significant commitment of resources by its
customers and is subject to a number of significant risks over
which it has little or no control. SAP cannot provide assur-
ances thart protracted installation times will not continue,
that shortages of trained consultants will not occur, or that
the costs of installation projects will not exceed the fixed
fees being charged by SAP. Any such events could result in
customer claims and harm SAP’s image.

Product risks

o To achieve customer acceptance, new products and product
enhancements can require long development and testing
periods, which may result in delays in scheduled introduc-
tion. Generally, first releases are licensed after a detailed
internal validation process. New products and product
enhancements may nevertheless contain a number of un-
detected errors when they are first released. As a result, in
the first year following the introduction of new software
releases, SAP generally devotes significant resources working
with early customers to correct such errors. There can be
no assurance, however, that all such errors can be corrected
to the customer’s satisfaction, with the result that certain
customers may bring claims for cash refunds, damages,
replacement software, or other concessions. The risks of
errors and their adverse consequences may increase as SAP
seeks simultaneously to introduce a variety of new software
products. Any such event could have a material adverse
effect on SAP’s financial condidon, results of operations,
cash flows, and reputation.
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o The use of SAP software products by customers in business-
critical applications and processes and the increased com-
plexity of SAP software raise the risk that customers or third
parties may pursue warranty, performance, or other claims
against SAP in the evenr of actual or alleged failures of SAP
software products, or the provision of services.

o In addition, SAP products include security features that are
intended to protect the privacy and integrity of customer
data. Despite these security features, these products may
be vulnerable to break-ins and similar problems caused by
Internet users, such as hackers bypassing firewalls and mis-
appropriating confidential information. Such break-ins
or other disruptions could jeopardize the security of infor-
mation stored in and transmitted through the computer
systems of SAP customers and lead to damages claims by
customers against SAP.

> Although SAP’s agreements generally contain provisions
designed to limit SAP’s exposure as a result of actual or
alleged failures of SAP software products, the provision of
services or application hosting, or security features, such
provisions may not cover every eventuality or be effective
under applicable law. Any claim, regardless of its merits,
could entail substantial expense. The accompanying pub-
licity of any claim, regardless of its merits, could adversely
affect the demand for SAP software.

3 SAP licenses numerous third-party technologies that are

incorporated into its existing products. There can be no

assurance that the licenses for certain third-party technolo-
gies will not be terminated against SAP’s interests or that

SAP will be able to license third-party software for future

products. This could lead to short-term substitution chal-

lenges and to higher development expenses.

1n 2003, SAP announced the introduction of SAP NetWeaver,

the Company’s new, Web-based technology and application

platform. A key component of SAP’s strategy for a broad
adoption of SAP NetWeaver is offering the platform to certi-

fied third-party independent software vendors (ISVs) as a

basis for those vendors to develop and offer their own busi-

ness applications. To the extent that SAP cannot attracta
sufficient number of capable ISVs delivering high-quality
solutions based on the platform, the desired market penetra-
tion of SAP NetWeaver may not be achieved. Any ISV-devel-
oped solutions with significant errors may reflect back
negatively on SAP’s reputation and thus indirectly impede

SAP’s own business operations. Further, as with the intro-

duction of any new product, there may be errors in the SAP

NetWeaver component technology itself thar might require

the devotion of a substantial amount of resources to correct.

In addition, as with any open platform design, the greater

flexibility provided to customers to use data generated by

non-SAP software may reduce customer demand to select
and use certain SAP software products.

Other operational risks

@ SAP relies on a combination of the protections provided by
applicable trade secret, copyright, patent and rrademark
laws, license and non-disclosure agreements, and rechnical
measures to establish and protectits rights in SAP products.
Despire these efforts, there can be no assurance that these
protections will be sufficient. For example, the laws of
certain countries do not protect SAP’s proprietary rights to
the same extent as do the laws of the United States or
Germany.

= Although SAP has been issued patents under its patent
program and has a number of patent applications pending
for inventions claimed, there can be no assurance that, in the
future, patents of third parties will not preclude SAP from
urilizing certain technologies in its products or require SAP
to enter into royalty and licensing arrangements on terms
that are not favorable to SAP. Although SAP does not believe
that it is infringing any proprietary rights of others, third
parties have claimed and may claim in the future that it has
infringed their intellectual property rights. SAP expects that
its software products will increasingly be subject to such
claims as the number of products in its industry segment
grows, as SAP expands its products into new industry seg-
ments, and as the functionality of products overlap. In addi-
tion, SAP is selectively embedding certain third-party open-
source software components in SAP software solutions.
SAP has implemented strict and detailed approval processes
around the deployment of such components, which involve
among other topics a thorough check of any corresponding
license terms. Nevertheless, there can be no assurance that,
in the future, a third party will not assert that SAP products
or SAP’s deployment of third-party, including open-source,
software violate its patents, copyrights, or trade secrets. Any
claims, with or without merit, could be time-consuming,
resultin costly litigation, cause product shipment delays,
subject SAP products to an injunction, require a complete or
partial redesign of the relevant product, or require SAP to
enter into royalty or licensing agreements. Royalty or licens-
ing agreements, if required, may not be available on terms
acceptable to SAP or atall.




= SAP relies on encryption, authentication technology, and
firewalls to provide security for confidential information
rransmitted to and from SAP on the Internet. Anyone who
circumvents these security measures could misappropriate
proprietary information or cause interruptions in the
Company’s operations. Computer viruses could be intro-
duced into SAP’s systems or those of SAP’s customers or
suppliers, which could disrupt SAP’s network or make it
inaccessible to customers or suppliers. SAP’s security meas-
ures may be inadequate to prevent security breaches, and the
Company’s business would be harmed if it does not prevent
them. In addition, SAP may be required to expend significant
capiral and other resources to protect against the threart
of security breaches and to alleviate problems caused by
breaches as well as by any unplanned unavailability of SAP’s
internal IT systems in general for other reasons.

& To complement or expand its business, SAP has made and
expects to continue to make acquisitions of additional
businesses. SAP’s current strategy for growth includes acqui-
sitions of small and midsize businesses. Risks commonly
encountered in such transactions include the inability to
successfully integrate the acquired business and the acquired
technologies or products with SAP’s current products and
technologies; a potential disruption of SAP’s ongoing busi-
ness; the inability to retain key technical and managerial
personnel; the assumption of material unknown liabilities
of acquired companies; the incurrence of debt or significant
cash expenditure; a potential adverse impact on SAP’s rela-
tionships with partner companies, third-party providers of
technology or products, or customers; and regulatory
constraints, SAP may not be able to effectively counter these
risks, which could reduce the envisaged business benefit of
certain acquisitions.

@ SAP has acquired and expects to continue to acquire equity
interests in technology-related companies, many of which
currently generate net losses and require additional capital
outlay from their investors. It is possible that changes in
market conditions affect the performance of companies in
which SAP holds investments, requiring addirional unex-
pected capirtal infusions. Such events could negatively impact
SAP’s results and financial position or its ability to recognize
gains from the sale of marketable equity securities. Addition-
ally, under German tax laws capiral losses or writedowns of
equity securities are not tax-deducrible, which may negarive-
ly impact SAP’s effective tax rate.
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& SAP maintains extensive insurance against many risks of lia-
bility. The extent of insurance coverage is regularly reviewed
and is modified if SAP finds it necessary. SAP’s insurance
coverage goal is to ensure thar, o the extent practicable at
reasonable cost, the financial effects resulting from insurable
events are excluded or limited. Despite these measures,
certain categories of risks are currently not insurable at rea-
sonable cost. Even where SAP obtains insurance, the cover-
age is subject to exclusions that may limit or prevent the
Company’s ability to recover under those policies. Any
failure to obtain or recover under insurance policies could
result in a significant adverse impact on SAP’s financial
position or results of operations.

In SAP’s view, the risks identified above do not threaten SAP’s

existence individually or in the aggregate. SAP is confident that

it can continue in 2005 to successfully counter the challenges
arising from those risks. SAP’s strong posirion in the marker, its
technological leadership, its highly motivared employees, as
well as structured early risk identification processes will be key
factors supporting this goal.
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CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF INCOME
for the years ended December 31,

Note 2004 2003 2002
€(000) €(000) €(000)
Software revenue 2,361,012 2,147,591 2,290,834
Maintenance revenue 2,823,189 2,568,807 2,422786
Product revenue 5,184,201 4,716,398 4,713,620
Consulting revenue 1,970,608 1.953.459 2.204,191
Training revenue 302,443 299,331 413,904
Service revenue 2,273,049 2,252,790 2,618,095
Other revenue 57,243 55,418 81,123
Total revenue {5} 7,514,493 7,024,506 7,412,838
Cost of product ~ 804,312 - 839,041 - 860,373
Cost of service -1,783,453 - 1,694,062 - 1,955,785
Research and development - 1,020,022 - 995,941 - 909,390
Sales and marketing (6) -1,523,662 - 1,411,004 - 1,627,235
General and administration - 366,425 - 354,043 - 399,269
Other operating expense, net (7) 1,762 - 6,496 - 35,108
Total operating expenses (8) - 5,496,112 - 5,300,587 - 5,787,160
Operating income 2,018,381 | 1,724,019 1,625,678
Other non-operating income/expense, net {9) 13,274 36,309 37,319
Financial income/expense, net (10) 40,987 16,287 - 555,299
Income before income taxes, minority interest,
and extraordinary gain 2,072,642 1,776,615 1,107,698
Income taxes (11) - 757,269 - 692,640 - 598,705
Minority interest - 4,852 - 6,912 - 6,155
Income before extraordinary gain 1,310,521 1,077,063 502,838
Extraordinary gain, net of tax (12) 0 0 5,776
Net income 1310521| 1,077,063 508,614
Earnings per share - basic in € (13) 4,22 3,47 1,62
Earnings per share - diluted in € (13) 4,20 3,46 1,62

See Notes to C lidated Fil ial Si nts
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CONSOLIDATED BALANCE SHEETS
as of December 31,
Assets Note 2004 2003
€(000) €(000)
Intangible assets (14) 524,893 421,336
Property, plant, and equipment (15) 999,083 1,019,657
Financial assets (16) 100.382 167,988
Fixed assets 1,624,358 1,608,981
Inventories (17) 11,692 10,375
Accounts receivable, net (18) 1,929,100 1,770,715
Other assets (19) 537.645 505,891
Accounts receivable and other assets 2,466,745 2,276,606
Marketable securities (16) 10,164 1,352
Liquid assets (20) 3,196,542 2,095,956
Non-fixed assets 5,685,143 4,384,289
Deferred taxes (11) 205,601 264,453
Prepaid expenses and deferred charges (21) 70,370 68,142
Total assets 7,585,472 6,325,865
thereof total current assets 4,477,537 3,822,084
Shareholders’ Equity and Liabilities Note 2004 2003
€(000) €(000)
Subscribed capital ! 316,004 315,414
Treasury stock - 569,166 - 461,631
Additional paid-in capital 322,660 296,555
Retained earnings 4,830,156 3,761,086
Accumulated other comprehensive loss - 305,401 - 201,979
Shareholders’ equity (22) 4,594,253 3,709,445
Minority interests 21,971 58,703
Pension liabilities and similar obligations (24) 139,690 97,535
Other reserves and accrued liabilities (25) 1,768,723 1,469,055
Reserves and accrued liabilities 1,908,413 1,566,590
Bonds 7,277 10,084
Other liabilities (26) 728,838 676,144
Cther liabilities 736,115 686,228
Deferred income (27) 324,720 304,899
Total sharehoiders’ equity and liabilities 7,585,472 6,325.86:5
thereof current liabilities 2,575,084 2,237,153

" Contingent capital €55,247 thousand (2003: €55,837 thousand),

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IX
SHAREHOLDERS EQUITY

for the years ended Decamber 3¢,

December 31, 2001

Net income

Other comprehensive income/loss, net of tax

Unrealized losses on marketable securities

Currency translation adjustment

Additional minimum pension liability

Unrealized gains on cash flow hedges

Other comprehensive loss

Comprehensive income

Stock-based compensation

Dividends

Change in treasury stock

Convertible bonds and stock options exercised

Other

December 31, 2002

Net income

Other comprehensive income/loss, net of tax

Unrealized gains on marketable securities

Currency transiation adjustment

Additional minimum pension liability

Unrealized gains on cash flow hedges

Unrealized gains on STAR hedges

Other comprehensive loss

Comprehensive income

Stock-based compensation

Dividends

Change in treasury stock

Convertible bonds and stock options exercised

Other

December 31, 2003

Net income

Other comprehensive income/loss, net of tax

Unrealized losses on marketable securities

Currency translation adjustment

Additional minimum pension fiability

Unrealized losses on cash flow hedges

Unrealized losses on STAR hedges

Currency effects from intercompany long-term investment transactions

Other comprehensive loss

Cemprehensive income

Stock-based compensation

Dividends

Change in treasury stock

Convertible bonds and stock options exercised

Other

December 31, 2004

See Notes to C lidated Financiat Stat t
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Accumulated
Number of other
shares issued | Comprehensive comprehensive Retained Additional Treasury Subscribed
and outstanding income income/loss earnings paid-in capital stock capital Total
(000) €(000) €(000) £(000) €(000) €{000) €(000) €{000)
314,826 178,761 2,547,419 162,719 - 94,212 314,826 3,108,513
508,614 508,614 508,614
-3.946
- 289,750
- 11,458
] 712
- 304,442 - 304,442 ~ 304,442
204,172
29,709 29,709
- 182,319 - 182,319
- 279,265 - 279,285
137 4,342 137 4,479
- 2,608 - 11,590 - 14,198
314,963 ] - 125,681 2,871,106 185,180 - 373,477 314,963 2,872,001
1,077,063 1,077,063 1,077,063
19,118
- 148,424
16,283
12,729
23,996
- 76,298 - 76,298 - 76,298
1,000,765
101,173 101,173
- 186,346 - 186,346
- 88,154 - 88,154
451 12,243 451 12,694
- 737 - 2,041 - 2,778
315.4174 - 201,979 3,761,086 296,555 - 461,631 )315.414 3,709,445
1,310,521 1,310,521 1,310,521
-7678
- 70,723
-7.019
- 131
- 15,398
2,473
- 103,422 - 103,422 - 103,422
1,207,099
186 186
- 248,716 - 248,716
- 107,535 - 107,535
590 21,389 590 21,979
7,265 4,530 11,795
316,004 - 305,40% 4,830,156 322,660 - 569,166 316,004 4,594,253
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CONSOLIDATED STATEMENTS OF CASH FLOWS
for the years ended December 31,

Note 2004 2003" 20027
€(000) €(000) €{(000)

Net income 1,310,521 1,077.063 508,614
Mincrity interest 4,852 6,912 6,155
Extraordinary gain 0 0 -5.776]
Income before minority interests 1,315,373 1,083,975 508,993
Adjustments to reconcile income from operations
to net cash provided by operating activities
Depreciation and amortization 209,669 215,517 221,214
Losses from equity investments, net (10) 342 234 394,589
Gains on disposal of property, plant, and equipment and
marketable equity securities, net - 13,485 ~ 3,987 - 3,903
Write-downs of financial assets, net 17,800 15,421 126,407
Impacts of hedging -7,428 2,967 58,909
Change in accounts receivable and other assets - 164,798 55,425 138,181
Change in deferred stock compensation 186 101,173 23,949
Change in reserves and liabilities 435,033 - 36,529 64,057
Change in deferred taxes 17,977 107,156 103,761
Change in other non-fixed assets - 3,545 20,122 60,278
Change in deferred income 19,821 - 56,558 - 15,949
Net cash provided by operating activities (28) 1,826,945 - 175(7)4916 1680466
Acquisition of minorities in subsidiaries ~ 168,103 - 8,971 0
Purchase of intangible assets and property, plant, and equipment - 211,863 - 270,202 - 308,747
Purchase of financial assets -42,749 - 29,308 - 43,491
Change in the scope of consolidation 0 ~ 2,538 1,812
Proceeds from disposal of fixed assets 116,735 35,275 45,003
fnvestment in Commerce One 0 0 - 1,920
Change in liquid assets (maturities exceeding 3 months)
and marketable securities - 580,658 - 868,721 - 18,844
Net cash used in investing activities - 886,638  -1,144,462| - 326,387
Dividends paid - 248,716 - 186,346 - 182,319
Change in treasury stock - 107,535 - 88,154 - 279,265
Change in bonds, net 19,172 13,110 6,850
Other changes to additional paid-in capital 4,530 - 2,041 - 10,494
Proceeds from iine of credit and long-term debt 3,909 775 1,571
Principal payments made on line of credit and long-term debt - 491 ~ 3,963 - 428,896
Effect of STAR hedge - 43,041 - 38,800 - 43,331
Net cash used in financing activities -372,172 o v;—7305,419 - 935,884;
Effect of foreign exchange rates on cash - 39,395 - 65,694 - 162,005
Net increase in cash and cash equivalents 528,740 o - 10,'659A 2564210
Cash and cash equivalents at the beginning of the year 984,395 995,054 738.844
Cash and cash equivalents at the end of the year (20) 1,513,135 o 582|:§95 995/.65747/

» See Note 20
See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

BASIS OF PRESENTATION

GENERAL

The accompanying Consolidated Financial Statements of
SAP Akriengesellschaft Systeme, Anwendungen, Produkte in
der Datenverarbeitung (“SAP AG”), together with its sub-
sidiaries (collectively, “SAP,” the “Group,” or the “Company”),
have been prepared in accordance with generally accepted
accounting principles in the United States of America
(“U.5. GAAP”). Cerrain amounts reported in previous years
have been reclassified to conform to the 2004 presentation.
In addition adjustments have been made to the 2003 and 2002
balances of cash and cash equivalents. See Note 20 for more
information.

SAP is exempt as outlined in the German Commercial
Code (Handelsgesetzbuch — HGB), section 292a from preparing
Consolidated Financial Statements in accordance with
German GAAP since its Consolidated Financial Scatements are
prepared in accordance with U.S. GAAP. The required descrip-
tion of the significant differences between U.S. GAAP and Ger-
man GAAP is set forth in Note 36.

Amounts included in the Consolidated Financial State-
ments are reported in thousands of euros (“€(000)”) unless
otherwise stated.

SCOPE OF CONSOLIDATION

The Consolidated Financial Statements include SAP AG and
all of its majority-owned subsidiaries. All significant intercom-
pany transactions and balances relating to consolidated entities
have been eliminated.

The following table summarizes the change in the
number of companies included in the Consolidated Financial
Statements:

Number of Companies Consolidated in the Financial Statements

German Foreign Total
December 31, 2003 21 75 96
Additions 0 2 2
Disposals 6 4 10
December 31, 2004 15 73 88

SAP operates in a dynamic and rapidly changing
environment that involves numerous risks and uncertainties,
many of which are beyond the Company’s control. The
Company derives a substantial portion of its revenue from soft-
ware licenses and services sold to customers in Germany, the
United States, Great Britain, and Japan (see Note 33). SAP’s
furure revenue and results of operations may be significantly
adversely affected by a prolonged economic slowdown in
any of these countries or elsewhere. Further, a significant
portion of the Company’s business is conducted in currencies
other than the euro. SAP continually monitors its exposure
to foreign currency exchange risk and has a Company-wide
foreign currency exchange risk policy under which it may
hedge such risks with certain financial instruments, However,
flucruations in foreign currency exchange rates, especially
the value of the U.S. dollar, Japanese yen, British pound, Swiss
franc, Canadian dollar, and Australian dollar could significantly
impact the Company’s reported financial position and results
of operations.

The impact of changes in the scope of companies included

in the Consolidated Financial Statements during 2004 did not
have a significant effect on the comparability of the Consoli-
dared Financial Statements presented. The addirions relate

to newly founded companies. The disposals are mainly due to
mergers within the Group.

Five companies, in which SAP does not have a control-
ling financial interest but has the ability to exercise significant
influence over the operating and financial policies of the
investee (“associated companies”), are accounted for using the
equity method.
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Under German law subsidiaries of a holding company
are exempt from preparing standalone financial statements
if they are included in the consolidated financial statements
of their holding company and the use of this exemprion is
disclosed in the notes to the consolidated financial statements.

All affiliated companies and associated companies are
listed in Note 39 with ownership percentages, revenues, net
income, equity, and numbers of employees.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of the Consolidated Financial Statements
requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the consoli-
dated financial statements, and the reported amounts of
revenues and expenses during the reporting periods. In making
its estimates, the Company considers historical and forecast
information, as well as regional and industry economic condi-
tions in which the Company and/or its customers participate,
changes to which could negarively impact the estimates made
by management, in particular when assessing the valuation
and recoverability of receivables, investments and other assets,
and tax positions. Actual results could differ from SAP’s esti-
mates.

SAP’s financial position, results of operations, and cash
flows are subject to numerous risks and uncertainties. Factors
that could affect the Company’s future financial statements
and cause actual results to differ materially from current
expectations include, but are not limited to, further adverse
changes in the global economy, consolidation and intense

Exchange Rates

Separate financial statements were not prepared for the
following subsidiaries as allowed under the exemptions codified
in HGB, section 264b:

» SAP Hosting AG & Co. KG, St. Leon-Rot
» SAP Deutschland AG & Co. KG, Walldorf

competition in the software industry, decline in customer
demand in the most important markets in Europe, the United
States and Asia as well as fluctuations in currency exchange
rates.

Foreign Currencies

The assets and liabilities of foreign operations where the func-
uonal currency is not the euro are generally translated into
euro using period-end closing exchange rates whereas the
Statements of Income are translated into euros using average
exchange rates during the respective periods. The resulting
foreign currency translation adjustments are included in other
comprehensive income in the Consolidated Statements of
Changes in Shareholders’ Equity.

Assets and liabilities that are denominated in foreign
currencies other than the functional currency are translated
at the period-end closing rate with resulting gains and losses
reflected in Other non-operating income/expense, net in the
Consolidated Staterments of Income.

The exchange rates of key currencies affecting the
Group are as follows:

Closing rate at December 31, Annual average exchange rate

2004 2003 2004 2003 2002

to €1 to €1 to €1 to €1 to €1

U.S. dollar Uss 1.3621 1.2630 1.2490 1.1394 0.9499
Japanese yen JPY 139.65 135.06 134.73 130.98 118.83
British pound GBP 0.7051 0.7048 0.6795 0.6936 0.6305
Canadian dollar CAD 16418 1.6234 1.8163 1.5835 1.4906
Australian dollar AUD 1.7459 1.6802 1.7003 1.7307 1.7425
Swiss franc CHF 1.5429 1.557¢ 1.5421 1.5226 1.4672




Revenue Recognition

Substantially all of the Company’s revenues are derived from
the sale or the license of the Company’s software products and
the sale of related maintenance, consulting, and training serv-
ices, etc. The Company’s standard license agreement provides
a perpetual license ro use the Company’s products based on
the number of licensed users. The Company may license its
software in multiple element arrangements if the customer
purchases any combination of maintenance, consulting, or
training services in conjunction with the software license.

The Company recognizes revenue putsuant to the
requirements of American Institute of Certified Public
Accountants (“AICPA”) Statement of Position {“SOP”) 97-2,
“Software Revenue Recognition,” (“SOP 97-2"), as amended.
Revenue is recognized using the residual method when Com-
pany-specific objective evidence of fair value exists for all of the
undelivered elements in the arrangement, but does not exist
for one or more delivered elements. The Company allocates
revenue to each undelivered element based on its respective
fair value derermined by the price charged when that element
is sold separately or, for elements not yet sold separately, the
price established by managementifitis probable that the
price will not change before the element is sold separately. The
Company defers revenue for the undelivered elements and
recognizes the residual amount of the arrangement fee, if any,
when the basic criteria in SOP 97-2 have been met.

Under SOP 97-2, provided that the arrangement does
not require significant production, modification, or cus-
tomization of the software, revenue is recognized when the
following four criteria have been met:

1. Persuasive evidence of an arrangement exists
2. Delivery has occurred

3. The fee is fixed or determinable, and

4. Collectibility is probable.

If at the outset of an arrangement the Company deter-
mines that the arrangement fee is not fixed or determinable,
revenue is deferred until the arrangement fee becomes due
and payable by the customer. If at the outset of an arrangement
the Company determines that collectibility is not probable,
revenue is deferred until payment is received. If an arrange-
ment allows for customer acceptance of the software or services,
the Company defers revenue until the earlier of customer
acceptance or when the acceprance rights lapse.
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The Company occasionally licenses software for a speci-
fied time period. Revenue for short-term time-based licenses,
which generally include maintenance during the license
period, is recognized ratably over the license term. Revenue
for mult-year time-based licenses that include maintenance,
whether separately priced or not, are recognized ratably over
the license term unless a substantive maintenance renewal rate
exists, in which case the amount allocated to software based
on the residual method is recognized as software revenue when
the basic criteria in SOP 97-2 have been met. Revenues from
time-based licenses were not material in any of the periods
presented.

The Company recognizes revenue from resellers upon
sell-through to the end customer. The Company views its
resellers as an extension of its direct sales force. Notwithstand-
ing the resellers’ involvement, the Company generally
enters into binding license agreements directly with the end-
customer. If SAP is unable to enter into a binding license
agreement directly with an end-customer, or if SAP becomes
aware that a reseller has granted contingent rights to an end-
customer, the Company defers revenue recognition until a
valid license agreement has been entered into without
contingencies or, if applicable, until the contingencies expire.

Maintenance revenues are recognized ratably over the
term of the maintenance contract. If a maintenance customer
is specifically identified as a bad debtor, the Company ceases
recognizing maintenance revenue except to the extent that
maintenance fees have already been collected. For time-based
licenses, SAP allocates a portion of the arrangement fee to
maintenance revenue based on the estimated fair value of the
maintenance.

In multiple-element arrangements involving software
and consulting, training or other services that are not essential
to the functionality of the software, the service revenues are
accounted for separately from the software revenues. Consult-
ing, training, and other service revenues are recognized as the
respective services are performed, generally on a time and
materials basis. Consulting revenues attributed to fixed price
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arrangements are recognized using the percentage of com-
pletion method based on direct labor costs incurred to date

as a percentage of total estimated project costs required to
complete the project. Consulting services primarily comprise
implementation support related ro the installation and con-
figuration of the Company’s software products and do not
typically involve significant production, modification, or cus-
tomization of the software. Revenues for arrangements that
require significant production, modification, or customnization
of the software and those in which services are not available
from third party vendors, are recognized, depending on the fee
structure, on a time and materials basis or using the percent-
age of completion method. When total cost estimates exceed
revenues in a fixed price arrangement, the estimated losses are
recognized immediately based upon an average fully burdened
daily rate applicable to the consulting organization delivering
the services.

The assumptions, risks, and uncertainties inherent with
the application of the percentage of completion method aftect
the timing and amounts of revenues and expenses reported.
Numetous internal and external factors can affect estimates,
including direct labor rates, utilization, and efficiency vari-
ances.

The Company accounts for out-of-pocket expenses
rebilled to customers as maintenance, consulting, and training
revenues.

Research and Development

Research and development costs are generally expensed as
incurred. Research and development costs incurred between
the date technological feasibility is established and when the
refated product is available-for-sale should be capitalized. His-
torically, such costs have not been material and consequently
have not been capitalized.

The Company has entered into several joint develop-
ment agreements with certain customers to leverage their
industry expertise and to provide standard software solutions
for selected vertical markets. These customers generally con-
tribute cash, resources, and industry expertise in exchange for
license rights for the future solution. The Company recognizes
software revenue in conjunction with these arrangements
based upon the percentage of completion method.

Advertising Costs
Advertising costs are expensed as incurred.

Rental Expense

SAP is a lessee of property, plant, and equipment, mainly
buildings and vehicles, under operating leases that do not
transfer to SAP the substantive risks and rewards of ownership.
Rent expense on operating leases is recognized on a straight-
line basis over the life of the lease.

Some operating leases contain lessee incentives, such
as up-front payments of costs or free or reduced periods of
rent. Such incentives are amortized over the life of the lease
such that the rent expense is recognized on a straight-line basis
over the life of the lease.

Sales of Newly Issued Subsidiary Shares

Gains and losses resulting from the issuance of stock by a
Group subsidiary to third parties that reduce SAP’s percentage
ownership (“dilution gains and losses”) are recognized in the
Group’s Consolidated Statements of Income in the line item
Other non-operating income/expense, net.

Earnings per Share

Basic earnings per share is calculated by dividing consolidated
net income by the weighted average number of common
shares outstanding. Diluted earnings per share reflect the
potential dilution that would occur if all “in the money”
securities and other contracts to issue common shares were
exercised or converted.

Goodwill and Other Intangible Assets
SAP accounts for all business combinations using the purchase
method. As of the date of acquisition, the purchase price is
allocated to the fair values of the assets acquired and liabilities
assumed. Goodwill represents the excess of the cost of an
acquired entity over the fair values assigned to the tangible
assets acquired, to those intangible assets that are required to be
recognized and reported separately from goodwill, and to the
liabilities assumed.

Purchased intangible assets with estimable useful lives,
are recorded at acquisition cost, amortized on a straight-line
basis over their estimated useful life, generally three to five
years, and reviewed for impairment when significant events
occur or there are changes in circumstances that indicate that
the carrying amount of the asset or asset group may not be
recoverable. All of SAP’s intangible assets, with the exception of
goodwill and the aggregate minimum pension liability offset,
have estimable useful lives and are therefore subject to amorti-
zation.

The fair value of acquired identifiable in-process
research and development (“in-process R&D™), which repre-
sents acquired research and development efforts that have not
reached technological feasibility and that have no alternative
future use, is expensed immediately.




Goodwill is not amortized, but is tested for impairment
at least annually or when significant events occur or when
there are changes in circumstances that indicate the fair value

of a reporting unit of the Group is less than its carrying value.

Property, Plant, and Equipment

Property, plant, and equipment is valued at acquisition cost less
accumulated depreciation, where appropriate, based on its
expected useful life. Interest incurred during the construction
of qualifying assets is capitalized and amortized over the related
assets’ estimated useful lives.

Useful lives of
property, plant, and equipment

Buildings 25 to 50 years

Leasehold improvements Based upon the lease contract

Information technology equipment 3to 5 years

Office furniture 4 t0 20 years

Automaobiles

5 years

Generally, property, plant, and equipment are depreciated
using the straight-line method. Certain assets with expected
useful lives in excess of three years are depreciated using the
declining balance method.

Leasehold improvements are depreciated using the
straight-line method over the shorter of the term of the lease
or the useful life of the asset. I a renewal option exists, the
depreciation period reflects the additional time covered by the
option if SAP intends to exercise the renewal option.

Impairment of Long-Lived Assets

Long-lived assets, such as property, plant, equipment, and
acquired intangible assets subject to amortization, are reviewed
for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset or group of assets
may not be recoverable. Recoverability of assets to be held and
used is assessed by comparing their carrying amount to the
expected future undiscounted net cash flows they are expected
to generate. If an asset or group of assets is considered to be
impaired, the impairment to be recognized is measured as the
amount by which the carrying amount of the asset or group of
assets exceeds fair value. Long-lived assets meeting the criterta
to be considered as held-for-sale are reported at the lower of
their carrying amount or fair value less anticipated disposal
costs. In the years presented, the Company recognized no
significant impairment charges on long-lived assets.
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Financial Assets and Marketable Securities

Marketable debt and equity securities, other than investments
accounted for by the equity method, are classified as trading,
available-for-sale, or held-to-maturity, depending on manage-
ment’s intent with respect to holding such investments. If it is
readily determinable, marketable securities classified as trading
or available-for-sale are accounted for at fair value. Realized and
unrealized gains and losses on trading securities are included
in earnings. Unrealized gains and losses on available-for-sale
securities are excluded from earnings and reported net of rax as
a component of other comprehensive income within share-
holders’ equity. As of December 31, 2004, no marketable debt or
equity securities are classified as trading.

Investments in privately held companies for which
SAP does not have the ability to exercise significant influence
are accounted for under the cost method of accounting. An
impairment charge is recognized in earnings in the line item
Financial income/expense, net in the period a decline in realiz-
able value below carrying value is deemed to be other than
temporary. Gains or losses realized on sales of securities are
based on the average-cost method.

Investments accounted for under the equity method
are initially recorded at acquisition cost and are subsequently
adjusted for SAP’s proportionate share of the investees’ net
income or losses and for amortization of any step up in the
value of the acquired assets over the investees’ book value. An
impairment loss on SAP’s equity method investments is recog-
nized when the carrying value of the investment exceeds the
realizable value on an other-than-temporary basis.

The impairment of marketable debt and equity securi-
ties, cost method investments, and equity method investments,
establishes a new cost basis for the investment. To determine
whether an impairment is other-than-temporary, SAP consid-
ers whether it has the ability and intent to hold the investment
until a market price recovery occurs and whether evidence
indicating that the carrying value of the investment is recover-
able outweighs evidence to the contrary. Evidence considered
in this assessment includes the reasons for the impairment, the
severity and duration of the decline in realizable value below
cost, changes in value subsequent to the balance sheet date, as
well as forecasted performance of the investee.

Non-interest-bearing or below marker rate loans to
employees and to third parties are discounted to their present
value. In the event of any delay or shortfall in payments due
under employee or third party loans, SAP performs an individ-
ual loan review. The same applies if SAP becomes aware of
any change in the debtor’s financial condition tharindicates a
delay or shortfall in payments may result. If it is probable that
SAP will not be able to collect the amounts due according to
the contractual terms of the loan agreement, an impairment
charge is recorded based on SAP’s best estimate of the amount
that will be recoverable.

Dividend and interest income are recognized when
earned.
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Non-Fixed Assets

Non-fixed assets are comprised of Inventories, Accounts
receivable, Other assets, Marketable securities, and Liquid assets
including amounts to be realized in excess of one year. The
respective amounts to be realized in excess of one year are
disclosed in the notes.

Inventories

Inventories recorded at the lower of purchase or production
cost or market value. Production costs consist of direct salaries,
materials, and production overhead.

Accounts Receivable and Other Assets

Accounts receivable are recorded at the invoiced amounr and
do not bear interest. Included in Accounts receivable are
unbilled receivables related to fixed fee consulting arrange-
ments. The allowance for doubtful accounts is the Company’s
best estimate of the amount of probable credit losses in the
Company’s existing accounts receivable portfolio. The Com-
pany determines the allowance for doubtful accounts afrer
giving consideration to specific customer past due amounts
based on due dates and regional economic risks. Account
balances are charged off against the allowance after all collec-
tion efforts have been exhausted and the potential for recovery
is considered remote. Non-interest-bearing receivables with a
term exceeding one vear are discounted to their present value
using local interest rates.

With the exception of investments in insurance policies
held for employee-financed pension plan, which are recorded
at actuarially determined values, all Other assets are recorded
at historical cost which approximates fair value due to their
short-term nature.

Liquid Assets

Liquid assets are comprised of cash and cash equivalents,
time deposits with original marurities exceeding 90 days, and
restricted cash. Cash and cash equivalents for purposes of the
Consolidated Sratements of Cash Flows consist of cash at
banks and highly liquid investments with original maturities
of 90 days or less.

Prepaid Expenses and Deferred Charges

Prepaid expenses and deferred charges are primarily composed
of prepayments of software royalties, operating leases, and
maintenance contracts which will be charged to expense in the
future periods as such costs are incurred.

Income Taxes

Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized for
the future rax consequences attributable to differences
between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases and on
operating loss carryforwards.

Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to raxable income in the
years in which those temporary differences are expected to
be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the
period that includes the enactment date.

Deferred tax assets are reduced by a valuation allowance
to the extent that it is more likely than not that some portion
or all of the deferred tax assets will not be realized.

Commitments and Contingencies
Liabilities for loss contingencies are recorded when it is prob-
able that a liability to third parties has been incurred and the
amount can be reasonably estimated. Liabilities for loss contin-
gencies are regularly adjusted as further information develops
or circumstances change.

At the time of the sale or license of SAP’s software,
which includes a warranty provision, SAP records an accrual
for warranty costs based on historical experience.




Pension Benefit Liabilities
The measurement of pension-benefir liabilities 1s based on
actuarial computations using the projected-unit-credit
method in accordance with SFAS 87, “Employers’ Accounting
for Pensions,” (“SFAS 87”). The assumptions used to calculate
penston liabilities and costs are shown in Note 24. Changes in
the amount of the projected benefit obligation or plan assets
resulting from experience different from that assumed and
from changes in assumptions can result in gains or losses not
yet recognized in the Group’s Consolidated Financial State-
ments. Amortization of an unrecognized net gain or loss is
included as a component of the Group’s net periodic benefit
plan cost for a year if, as of the beginning of the year, that
unrecognized net gain or loss exceeds 10% of the greater of the
projected benefit obligation or the fair value of that plan’s
assets. In that case, the amount of amortization recognized by
the Group is the resulting excess divided by the average
remaining service period of the active employees expected to
receive benefits under the plan.

The Company also records a liability for amounts
payable under the provisions of its various defined contribu-
tion plans.

Stock-Based Compensation

The Company applies the intrinsic-value-based merhod pre-
scribed by Accounting Principles Board Opinion (“"APB”) 25,
“Accounting for Stock Issued to Employees,” (“APB 25”) and
related interpretations. Under this method, compensation
expense is recorded on the date of grant only if the current
market price of the underlying stock exceeds the exercise price
or the exercise price is not fixed at the grant date.

SFAS 123 “Accounting for Stock-Based Compensation,”
(“SFAS 123") and SFAS 148 “Accounting for Stock-Based
Compensation ~ Transition and Disclosure, an amendment of
FASB Statement No. 123,” (“SFAS 148”) established accounting
and disclosure requirements using a fair-value-based method
of accounting for stock-based employee compensation plans.
As permitred by SFAS 123 and SFAS 148, the Company has
elected to continue to apply the intrinsic-value-based method
of accounting described above, and has adopted only the
disclosure requirements of SFAS 123, as currently effective. The
following table illustrates the effect on net income if the fair-
value-based method had been applied to all outstanding and
unvested awards in each period.
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Net income
2004 2003 2002
€(000) €(000) €(000)
As reported 1,310,521 1,077,063 508,614
Add: Expense for stock-based
compensation, net of tax according
to APB 25 23,445 85,700 5,600
Deduct: Expense for stock-based
compensation, net of tax according
to SFAS 123 181,323 205,109 138,203
Pro-forma 1152,643| 957.654| 376,011
Earnings per share
2004 2003 2002
€ € €
Basic - as reported 4.22 3.47 1.62
Diluted - as reported 4.20 3.46 1.62
Basic ~ pro-forma 3.71 3.08 1.20
Diluted - pro-forma 3.70 3.08 1.20

Derivative Financial Instruments

SAP uses forward exchange derivative financial instruments

to reduce the foreign currency exchange risk, primarily of
anticipated cash flows from transactions with subsidiaries
denominarted in currencies other than the euro. As discussed
in Note 32, the Company uses call options to hedge its antici-
pated cash flow exposure attributable to changes in the market
value of stock appreciation rights under various plans.

SAP accounts for derivatives and hedging acrivities in
accordance with SFAS 133, “Accounting for Derivative Instru-
ments and Hedging Activities,” (“SFAS 133”), as amended,
which requires that all derivative financial instruments be
recorded on the balance sheet at their fair value. The effective
portion of the realized and unrealized gain or loss on deriva-
tives designated as cash flow hedges is reported net of tax, asa
component of other comprehensive income. The portion of
gains or losses on derivatives is reclassified from other compre-
hensive income into earnings in the same period or periods
during which the hedged forecasted transaction affecis earn-
ings, or in the period the derivative contract is terminated, if
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earlier. The ineffective portion of gains or losses on derivatives
designated as cash flow hedges are reported in earnings when
the ineffectiveness occurs. In measuring the effectiveness of ‘
foreign currency-related cash flow hedges, SAP excludes differ-
ences resulting from time value (that is, spot rates versus for-
ward rates for forward contracts). Changes in value resulting
from the excluded component are recognized in earnings
immediately. Foreign currency exchange derivatives entered
into by SAP to offset exposure to anticipated cash flows that
do not meet the conditions for hedge accounting are recorded
at fair value in the Consolidated Balance Sheets with changes
in fair value included in earnings.

Accumulated Other Comprehensive Income
Comprehensive income is comprised of net income and other
comprehensive income/loss.

Accumulated other comprehensive income/loss
includes foreign currency translation adjustments, changes
in additional minimum pension liability, unrealized gains
and losses from derivatives designated as cash flow hedges,
unrealized gains and losses resulting from STAR hedges, and
unrealized gains and losses from marketable debt and equity
securities classified as available-for-sale. Other comprehensive
income/loss and comprehensive income are displayed separate-
ly in the Consolidated Statements of Changes in Shareholders’
Equity.

Cash Flows

The Consolidated Statements of Cash Flows illustrate the
effect on cash and cash equivalents of the cash inflows and
outflows resulting from operating, investing, and financing
activities during the period. The Consolidated Statements of
Cash Flows is reconciled to cash and cash equivalents, which
are reconciled to liquid assets in Note 20.

New Accounting Standards Not Yet Adopted

In November 2003 and March 2004, the FASB reached partial
consensuses on Emerging Issues Task Force (EITF) Issue No. 03-1,
“The Meaning of Other-Than-Temporary Impairment and its
Application to Certain Investments,” (“EITF 03-1”). EITF 03-1
addresses the meaning of other-than-temporary and its appli-
cation to investments classified as either available-for-sale

or held-to-maturity under SFAS 115, “Accounting for Certain
Investments in Debt and Equity Securities,” and investments
accounted for under the cost method. EITF 03-1 requires
certain quantitative and qualitative disclosures about unreal-
ized losses pertaining to certain marketable debt and equiry
securities, and certain disclosures about non-marketable
cost method investments. The recognition and measurement
provisions of EITF 03-1 have been deferred until additional
guidance is issued. SAP has provided the additional disclosures
currently required by EITF 03-1 in Note 16.

In December 2004, the FASB issued SFAS 123 (revised
2004), “Share-Based Payment,” (“SFAS 123R”). SFAS 123R
establishes accounting guidance for share-based payments and
transactions in which an entity exchanges its equity instru-
ments for goods or services or incurs liabilities in exchange for
goods or services that are based on the fair value of the entity’s
equity instruments or that may be settled by the issuance of
those equity instruments. Equity-classified awards are meas-
ured at grant date fair value and are not subsequently remea-
sured. Liability-classified awards are remeasured to fair value
at each balance sheet date unul the award is settled. SFAS 123R
applies to all awards granted after July 1, 2005, and to awards
modified, repurchased, or cancelled after that date using a
modified version of prospective application. The adoption of
SFAS 123R in the third quarter of 2005 will result in additional
compensation expense in SAP’s Consolidated Financial State-
ments. SAP is currently determining the effect of SFAS 123R
on the Group’s Consolidated Financial Statements. If SAP’s
stock price, the Goldman Sachs Software Index and the
US dollar to euro exchange rate remained unchanged in 2005
from the respective values at December 31, 2004, based on the
share based compensation awards issued and outstanding
as of December 31, 2004 and the additional awards approved
for grants as of March 1, 2005, SAP expects the adoption of
SFAS 123R on July 1, 2005 would result in approximately
€70 million of additional compensation expense in the second
half of 2005 compared to what would be expensed under
APB 25. See Note 23 for information about the effects of
applying the fair value method to account for stock-based
employee compensation on the Group’s Consolidated
Financial Statements.




(4) ACQUISITIONS

On March 23, 2004, as part of SAP’s efforts to further integrate
its global IT-consulting capabilities, SAP announced its inten-
tion to bid for the ourstanding shares of its 70.03% owned and
fully consolidared publicly-traded subsidiary, SAP Systems
Integration AG (“SAP SI"). The price offered for the outstand-
ing SAP S shares was €20.40, which represented a 35% premium
over the SAP Sl share price on the announcement date. SAP’s
offer was made effective April 28, 2004, and expired May 27,
2004. From March 23, 2004, through August 2004, SAP acquired
7.7 million shares of SAP S for cash increasing its ownership
interest to 91.6%.

The aggregate purchase price for the SAP St shares
acquired in 2004 was €168.1 million. SAP accounted for the
purchase of SAP SI minority shares using the purchase method.
At the acquisition date, because the carrying value of most
assets and liabilities of SAP ST approximated their respective fair
values, SAP assigned €5.6 million of the aggregate purchase
price to customer contracts with a useful life of six months and
€120.5 million of the aggregate purchase price to goodwill of
the Consulting segment, which is not expected to be
deductible for tax purposes,

Effective October 1, 2004, SAP SI sold all of its interests
in its wholly owned subsidiaries SAP Systems Integration
America Holding, Inc. and SAP Systems Integration (Schweiz)
AG to other subsidiaries within the Group. SAP SI, which
remains a publicly traded entity, entered into a cooperation
agreement with several other entities of the Group in late 2004
to further strengthen the cooperartion in the areas of consult-
ing and hosting.

In addivon, during the vear ended December 31,2004,
SAP completed the following two acquisitions, which are
immaterial individually:

. In July 2004, SAP acquired the technology and assets of A2,
Inc., California, USA (“*A2i”). A2i specialized in providing
product content management, cross-media catalogue
publishing, and master data management capabilities.

» In December 2004, SAP acquired the technology and assets
of iLytix Systems AS, a privately held software company based
in Oslo, Norway.

All acquisitions have been accounted for using the pur-
chase method and are included in SAP’s Consolidated Financial
Starements since the date of acquisition. The purchase price
allocation for iLytix is preliminary and a final determination
of required purchase accounting adjustments will be made
within a year of the acquisition date upon completion of the
integration plan. The aggregate purchase price of all acquisi-
tions in 2004 was €186.6 million, of which €22.8 million was
assigned to identifiable intangible assets and €127.3 million was
recorded as goodwill, of which €1.7 million is expected to be
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fully deductible for tax purposes. The goodwill recognized in
2004 was assigned to the product and consulting segments in
the amounts of €1.7 million and €123.6 million, respectively.
The aggregate purchase price related to the 2004 acquisitions
can increase by approximartely €5 million if certain results are
achieved subsequently by the acquired companies.

The values assigned to identifiable intangible assets were
as follows:

Identifiable intangible assets Estimated useful life
€ million years
Customer contracts 9.9 05-65
Intellectual property 12.4 3-5
In-process research and expensed at the
development 0.5 acquisition date
Identifiable intangible assets
acquired 22.8

During the year ended December 31, 2003, SAP completed
certain acquisitions, which are immaterial individually
and in the aggregate. These acquisitions have been accounted
for using the purchase method and are included in SAP’s
Consolidated Financial Statements since the date of acquisi-
tion. The aggregate purchase price of these acquisitions in 2003
was €63.2 million, of which €7.1 million was assigned to
identifiable intangible assets and €49.9 million was recorded
as goodwill.

During 2000 and 2001, SAP made several investments
in Commerce One, Inc. (“Commerce One”) resulting in a
cumulative ownership interest of approximately 22 % of
Commerce One’s outstanding voting shares and the ability to
exercise significant influence. As of December 31, 2002, the
carrying value of SAP’s investment in Commerce One was
reduced to zero as of result of the recognition of SAP’s equity
in the losses of Commerce One since the initial investment
dare and the recognition of an other-than-temporary impair-
ment charge of approximately €298 million in 2002. In 2004,
Commerce One filed for bankruprey, sold all of its assets, and
was renamed CO Liquidation, Inc.
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REVENUE
Revenue information by segment and geographic region is

disclosed in Note 33. Other revenue is derived mainly from
marketing events.

SALES AND MARKETING

Sales and marketing expense includes advertising costs,

which amounted to €170,300 thousand, €161,543 thousand, and

€151,300 thousand in 2004, 2003, and 2002 respectively.

OTHER OPERATING EXPENSE, NET

Other operating income/expense for the years ended Decem-
ber 31 are as follows:

2004 2003 2002
€(000) €(000) €(000)
Restructuring costs - severance
obligations -5,796 - 3,384 -33,148
Bad debt expense - 1,791 0 o]
Expenses to obtain rental income - 1517 -3297 - 4,989
Restructuring costs - unused
lease space -1.210 - 17,164 - 12.960
Other - 2,834 - 835 - 1,536
Other operating expense -13,148 - 24,680 - 52,633
Rental income 7,135 9.870 9.228
Receipt of insurance proceeds 4,318 2,002 2,246
Reductions of bad debt allowance 0 5.368 5,288
Other 3,457 944 763
Other operating income 14,910 18,184 17,525
1,762| -6496| -35108

Charges ro the allowance for doubtful accounts for bad debt
expense are based on a systematic, ongoing review, and evalua-
tion of outstanding receivables that is performed every month.
Specific customer credit loss risks are also included in the
allowance for doubtful accounts, but are charged to the respec-
tive cost of product or cost of service sold. Total provisions
for allowances for doubtful accounts charged to the respective
functional cost category of product or cost of service sold
approximated €0 million, €12.3 million and €12.9 million dur-
ing 2004, 2003, and 2002, respectively.

See Note 25 for more detailed information about costs

incurred in connection with exit activities.




{8) FUNCTIONAL COSTS AND OTHER EXPENSES

The information provided below is classified based upon the
type of expense. The Consolidated Statements of Income
include these amounts in various categories based upon the
applicable line of business.

Cost of Services and Materials

Cost of services and materials, which are included in various
operating expense line items in the Consolidated Statements of
Income for the years ended December 31 are as follows:

2004 2003 2002
€(000) €(000) €(000)

Raw materials and supplies,
purchased goods 27,124 26,052 23,515
Purchased services 722,727 643.815 824.752
749,851 669,867 848,267

Personnel Expenses/Number of Employees

Personnel expenses, which are included in various operating
expenses in the Consolidated Statements of Income for the
years ended December 31, are as follows:

2004 2003 2002
€(000) €(000) €(000)
Salaries 2513791 24794186 2,519,054
Social costs 350,062 346,579 345,798
Pension expense 104,175 110,595 100,387
2,968,018, 2,936,590 | 2,965,249
{9} OTHER NON-OPERATING INCOME/EXPENSE, NET
Other non-operating income/expense for the years ended
December 31 are as follows:

2004 2003 2002
€(000) €{000) €(000}
Foreign currency losses -140.881| -255748! -201,097
Losses on disposal of fixed assets - 6,696 - 3,474 - 3.850
Other - 8,830 - 6,585 - 7.552
Other non-operating expenses - 156,407 | -265,808| -212,499
Foreign currency gains 152,831 284,288 236,401
Gains on disposal of fixed assets 6,147 5,237 4,696
Other 10,703 12,592 8,721
Other non-operating income 169,681 302,117 249,818
13,274 36,309 37,319
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Included in personnel expenses for the years ended December
31, 2004, 2003, and 2002, are expenses associated with the stock-
based compensation plans as described in Note 23.

The average number of employees in full-time equiva-
lents was as follows:

2004
31,224

2003
29,098

2002
29,054

Employees in full-time equivalents

Certain employees that are currently employed by SAP but
that are not currently operational or that work part-time
while finishing a university degree are excluded from the above
figures. Also, certain temporary employees are not included in
the above figures. The number of such temporary employees

is not material,
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(10) FINANCIAL INCOME/EXPENSE, NET

Financial income/expense, net for the years ended December 31
is as follows:

2004 2003 2002
€(000) €(000) €(000)
Interest and similar income 64,393 47,436 38,311
Interest and similar expenses - 8,122 - 3,999 - 13,524
Interest income, net 56,271 43,437 24,787
Gain/loss from investments, net 1,842 22| -394,039
- thereof from associated companies - 342 - 234} -~ 394589
Income from marketable securities
and loans of financial assets 2,352 2,636 2.647
Write-down of financial assets - 20,403 - 22,663 -133,098
Gains on sales of equity securities 14,034 2224 3.057
Unrealized losses on STAR hedge ~ 14,558 - 15,213 - 58,909
Other net 1,449 5,844 256
Other financial gain/loss from
investments, net ~17,126 -27,172 | -186,047
40,987 16,287 | - 555,299

(11) INCOME TAXES

Income tax for the years ended December 31 is comprised of
the following components:

Interest income is derived primarily from cash and cash
equivalents, long-term investments, and other assets.

The loss from associated companies in 2002 includes
€389,630 thousand related to the Company’s investment
in Commerce One, of which €297,632 thousand is due to an
other-than-temporary impairment charge.

See Notes 16 and 23 regarding write-downs of financial
assets and unrealized losses on STAR hedge respectively.

from the sale of shares in affiliated and unaffiliated companies.
Beginning January 2004, only 95% of such dividends received
and gains realized are tax-free while 5% are treated as non-

2004 2003 2002 deductible expenses. The impact of this tax law change in the
€(000) €(000) £(000) Consolidated Statements of Income 2003 was not material.
Current taxes - Germany 470,473 382,786 302,533 Income before income tax, minority interest and
Current taxes - Foreign 267.591| 217,232} 221.452| extraordinary gain (see Note 12) consists of the following:
738,064 600,018 523,985
Deferred taxes - Garmany 22,120 90,925 56,155 2004 2003 20021
Deferred taxes - Foreign - 2915 1,697 18,565 €(000) €(000) €(0007
19,205 92,622 74,720 Germany 1,352,200 1,179.891 450,864
Income tax expense 757,269| 602,640| 598,705 |  Foreign 720.442| 596,724 656.834
2,072,642 1,776,615] 1,107,698

In December 2004, the German government enacted new tax
legislation (“Gesetz zur Umserzung von EU-Richtlinien in
nationales Steuerrecht und zur Anderung weiterer
Vorschriften”) effective January 1, 2005. This legislation does
not include any significant changes, which are of relevance for
the Company. Therefore the effect of this and other changes
in tax laws on the Consolidated Statements of Income in 2004
was not material.

The effects of the German tax law changes that were
enacted prior to 2004 are as follows: New tax legislation enacted
in December 2003, and effective January 1, 2004, did limit the
exemption from tax for domestic dividends and certain gains

The effective income tax rate for the years ended December 31,
2004, 2003, and 2002, was 36.5%, 39.0 % and 53.8 % respectively.
The following rable reconciles the expected income tax
expense computed by applying the Company’s combined Ger-
man corporate tax rate of 36.20 % in 2004 (2003: 37.71 %; 2002:
36.39%) to the actual income tax expense. The Company’s 2004
combined German corporate tax rate includes a corporate
income tax rate, after the benefit of deductible trade tax, of
21.66 % (2003: 22.91 %; 2002: 21.60 %) plus a solidarity surcharge
of 5.5% thereon and trade raxes of 13.35% (2003: 13.54 %;

2002: 13.60%).




2004 2003 2002

€(000) €(000) €(000)
Income before income taxes 2,072,642 1,776,815 1,107.698
Expected income taxes
36.20 % in 2004 (37.71 % in 2003,
36.39 % in 2002) 750,296 669,961 403.091
Foreign tax rate differential - 7.800 - 14,735 -4,318
Tax on non-deductible expenses 12,8631 28,564 11,450
Tax effect on losses - 471 - 1,507 - 130
Tax effect on equity investments
and securities - 7,795 7.110 177.639
Other 10.408 3,247 10,971
Actual income tax expense 757,269 692,640 598,705

Deferred income tax assets and liabilities as of December 31,
2004 and 2003, are summarized (referring to the underlying
item) as follows:

2004 2003
€(000) €(000)
Deferred tax assets

intangibles 34,181 90,286
Property, plant, and equipment 3.278 -3.159
Financial assets 7,206 14,125
Accounts receivable 4,099 7,761
Net operating loss carryforwards 11,993 17.914
Pension provisions 18,332 12,337
Stock-based compensation 8,371 12,099
Other liabilities 91,422 78,537
Deferred income 28,108 35,942
Other 61 115
207,049 265,957
Less: Valuation allowance - 1,448 - 1,504
Deferred tax assets 205,601 264,453

Deferred tax liabilities
Intangibles 0 1,096
Property, plant, and equipment 7.718 2,119
Financial assets 8.944 21,396
Accounts receivable 44,204 86,490
Other provisions 3.130 320
Deferred income 0 9
Other 206 550
Deferred tax liabilities 64,202 111,980
Net deferred tax assets/liabilities 141,399 152,473
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With regard to their duration, deferred tax assets and liabilities
as of December 31 are classified as follows:

2004 2003
€(000) €(000)
Deferred tax assets

Short-term 96,132 84.873
Long-term 109.469 179,580
205,601 264,453

Deferred tax liabilities
Short-term 47,557 94,868
Long-term 16.645 17,112
64,202 111,980

On December 31, 2004, certain foreign subsidiaries of the
Company had net operating loss carryforwards amounting to
€65,907 thousand (2003: €90,854 thousand), which may be

used to offset future taxable income. Of this amount €19,129
thousand relates to state net operating loss carryforwards in
the Unired States, of which €17,299 thousand expire during the
years 2021 and 2024, if not used eatlier. The remaining amount
is available to be used to offset state taxable income, if any, over
the next 16 years. Further €18,950 thousand relates ro other net
operating loss carryforwards that will expire if not used within
three to seven years. The remaining €27,828 thousand relates to
other net operating loss carryforwards that do not expire and
therefore can be utilized indefinitely.

Deferred tax assets as of December 31, 2004 and 2003,
relating to net operating loss carryforwards have been reduced
by a valuation allowance of €1,448 thousand and €1,504 thou-
sand, respectively, to a ner amount that management believes
is more likely than not to be realized.

The decrease of this valuation allowance in 2004 from
€1,504 thousand to €1,448 thousand is mainly caused by cur-
rency effects.

The Company recorded tax liabilities of €3,240 thousand
(2003: €872 thousand) for taxes on future dividend distributions
from foreign subsidiaries, which is based on €179,000 thousand
(2003: €48,000 thousand) of cumulative undistribured earnings
of those foreign subsidiaries because such earnings are intended
to be repatriated. The Company has not recognized an income
tax liability on €1,824,340 thousand (2003: €1,716,116 thousand)
of undistributed earnings of its foreign subsidiaries that arose
in 2004 and prior years because the Company plans to perma-
nently reinvest the undistributed earnings. It is not practicable
to estimate the amount of unrecognized tax liabilities for these
undistributed foreign earnings.
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Total income taxes for the years ended December 31,
2004, 2003, and 2002, including those not affecting the Con-
solidated Statements of Income (charged or credited to Other
comprehensive income) were allocated as follows:

[ 2004 2003 2002
€(000) €(000) €{(000)
Income tax expense from continuous
operations 757,269 692,640 598,705
Tax on Cther comprehensive
income/loss - 11,262 31,750 -5.486
746,007 724,390 593,219

See Note 22 for the income tax impact of the components of
Accumulated other comprehensive income.

EXTRAORDINARY GAIN

In 2002, the Company recorded an extraordinary gain for
negative goodwill thar resulted from the acquisition of the
outstanding shares of an associated company, which was subse-
quently merged into SAP AG. The excess of the fair value of
the net assets acquired over the purchase price (that is, negative

EARNINGS PER SHARE

Convertible bonds and stock options granted to employees
under SAP’s stock-based compensation programs are included
in the diluted earnings per share calculations to the extent
they have a dilutive effect. The dilutive impact is calculated
using the treasury stock method. The conversion feature of the
convertible bonds has been “out of the money” for all periods
presented. As such, because their effect would have been anti-
dilutive, all outstanding convertible bonds have been excluded
from the computation of earnings per share for all periods
presented. The number of outstanding stock options and con-
vertible bonds is presented in Note 23.

goodwill) primarily related to the recognition of deferred tax

assets for acquired net operating loss carryforwards that SAP

was able to utilize and realize immediately.

(in thousands, except per share data) 2004 2003 2002
Net income before extraordinary gain | €1,310,521| €1,077.063| €502,838
Extraordinary gain, net of tax €0 €0 €5,776
Net income €1,310,521 | €1,077,063 €508,614
Weighted average shares - basic 310,802 310,781 313.016
Stock options 1,354 628 964
Weighted average shares ~ diluted 312,156 311,409 313,980
Earnings per share - basic

Net income before extraordinary gain €4.22 €3.47 €1.60
Extraordinary gain, net of tax €0.00 €0.00 €0.02
Net income €4.22 €3.47 €1.62
Earnings per share - diluted

Net income before extraordinary gain €420 €3.46 €1.60
Extracrdinary gain, net of tax €0.00 €0.00 €0.02
Net income €4.20 €3.46 €1.62
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C. NOTES TO THE CONSCLIDATED BALANCE SHEETS
(i6) INTANGIBLE ASSETS
Licenses,
trademarks
similar rights
and other
intangibles Goodwill Total
€(000) €(000) €(000)
Purchase cost
1/1/2004 232,645 444 880 677,525
Exchange rate differences - 7,229 - 19,512 - 26,741
Additions 39.021 126.935 165,956
Retirements/disposals -2.426 0 - 2,426
12/31/2004 262,011 552,303 814314
Accumulated amortization
1/1/2004 156,430 99,759 256,189
Exchange rate differences - 5775 - 4,163 -9,938
Additions 45,203 0 45,203
Retirements/disposals -2,033 0 -2.033
12/31/2004 193,825 95,596 289,421
Book value 12/31/2004 68,186 456,707 524,893
Book value 12/31/2003 76,215 345,12} 421,338
The additions to goodwill include additions from the acquisi-
tions discussed in Note 4 as well as certain minor purchase
adjustments related to prior acquisitions.
All of SAP’s intangible assets, other than goodwill and
the aggregate minimum pension liability offset (€25 thousand)
included in other intangibles, are subject to amortization.
Intangibles consist of two major asset classes:
Licenses,
trademarks,
Software and similar rights
database Acquired and other
(in thousands of €, except amortization period) licenses technology Other intangibles
December 31, 2004
Purchase cost 139,533 110,036 12,442 262,011
Accumulated amortization 112,264 73,350 8.211 193,825
thereof additions in 2004
Purchase cost 16,699 12.402 9.920 39,021
Weighted average amortization period in years 3.0 4.8 3.0 -
December 31, 2003
Purchase cost 125.056 96,422 11,167 232,645
Accumulated amortization 98.360 53.851 4,419 156.430
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During 2004, the Company acquired software and database
licenses from third parties. Software and database licenses con-
sist primarily of technology for internal use whereas acquired
technology consists primarily of technology to be incorporated
into the Group’s products. The additions to software and data-
base licenses in 2004 were acquired from third parties, whereas
the additions to acquired technology and other result from the
acquisitions discussed in Note 4.

Other consists primarily of trademark licenses and
customer contracts acquired. For further information refer to
Note 4.

The estimated aggregate amortization expense for
intangible assets for each of the five succeeding years ending
December 31 is as follows:

€(000)
2005 31,591
2006 17,897
2007 7411
2008 3,480
2009 2.341
thereafter 5,741

(15) PROPERTY, PLANT, AND EQUIPMENT

The carrying amount of goodwill by reportable segment as of
December 31, 2004 and 2003, is as follows (for further informa-
tion see Note 33):

12/31/2004 Thereof | 12/31/2003 Thereof

additions additions

in 2004 in 2003

€(000) €(000) €(000) €(000)

Product 198,046 1.745 215,062 13,467
Consulting 252,675 125,190 119,921 36,441
Training 5,986 0 10,138 0
456,707 126,935 345,121 49,908

The additions in 2004 include certain minor adjustments
related to prior acquisitions.

Land, leasehold
improvements,
and buildings,
including| Other property, Payments and
buildings on plant, and construction
third-party land equipment in progress Total
€(000) €(000) €(000) €(000)
Purchase cost
1/1/2004 928,845 886,987 12,660 1,828,492
Exchange rate differences - 11,819 - 7,199 - 82 - 19,100
Additions 18.510 152,683 795 171,988
Retirements/disposals -21.836 - 98,230 0 - 120,066
Reclassifications 5,207 4,289 - 8,858 638
12/31/2004 918,907 938,530 4,515 1,861,852
Accumulated depreciation
1/1/2004 225,004 583,831 0 808,835
Exchange rate differences - 3,515 - 6,374 0 - 9,889
Additions 42,587 121,879 0 164,466
Retirements/disposals - 11,007 - 90,174 0 - 101,181
Reclassifications 75 563 0 638
12/31/2004 253,144 609,725 0 862,869
Book value 12/31/2004 665,763 328,805 4,515 999,083
Book value 12/31/2003 703,841 303,156 12,660 1,019,657

The additions in other property, plant, and equipment rejate
primarily to the purchase of computer hardware acquired in
the normal course of business.

Interest capitalized has not been material to any period
presented.




US$0.17) and £0, respectively, and as of December 31, 2003,
were €5.9 million (based on the quoted share price of US$1.27)
and €0, respectively. Because Commerce One had no effect on
the Company’s Consolidated Statements of Income in 2004
and 2003, summarized consolidated financial information has
not been provided for Commerce One for the years ended
December 31, 2004 and 2003, respectively. The following table
presents summarized consolidated financial information for
Commerce One for the year ended December 31, 2002.
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(16) FINANCIAL ASSETS AND MARKETABLE SECURITIES
Fixed assets Non-fixed assets Total
2004 2003 2004 2003 2004 2003
€(000) €(000) €(000) €(000) €(000) €(000)
Equity method investments 1,595 1,799 o] 0 1,595 1,799
Marketable equity securities
available-for-sale 17.328 24.457 0 17,328 24,457
Equity securities at cost 25,924 26,841 ] 25,924 26,841
Equity securities 43,252 51,298 0 0 43,252 51,298
Debt securities available-for-sale 231 53,023 242 3 473 53,026
Investment fund securities 1,984 654 9,922 1,349 11,906 2,003
Loans 53.320 61,214 0 0 53,320 61,214
100,382 167,988 10,164 1,352 110,546 169,340
Proceeds from sales of available-for-sale securities in 2004 were 2002
€67.7 million (2003: €4.1 million; 2002: €0.7 million). Gross gains US$(000)
realized from sales of available-for-sale securities in 2004 were Net revenues 105,529
€13.7 million (2003: €2.2 million; 2002: €0.7 million). Gross Loss from operations - 594,216
losses realized from sales of available-for-sale securities are not Net loss - 589.836
material for the periods presented.
Current assets 125.189
Equity Method Investments Non-current assets 34,233
As described in Note 10, SAP recorded a loss of €389,630 thou- Total assets 159,422
sand in 2002 due to an other-than-temporary impairment
charge and equity method losses attributable to the investment  Current liabilities 64,781
in Commerce One. The market value and the carrying value of Non-gurrent liabilities 47,151
the Company’s investment in Commerce One as of December Shareholders's equity 47,490
31, 2004, were €0.7 million (based on the quoted share price of Total liabilities and equity 159,422
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Equity and Debt Securities
Amounts pertaining to marketable equity securities and debrt
securities as of December 31 are as follows:

Marketable securities Marketable securities in loss position
not in loss positions for less than 12 months for more than 12 months Total
Fair value Unrealized Fair value |  Unrealized Fair value Unrealized Fair value Unrealized
gains losses losses losses
€(000) €(000) €{000) €(000) €(000) €(000) €(000) €(000)
2004
Marketable equity securities
available-for-gale 14,910 9,006 2,418 569 0 o] 2,418 569
Marketable debt securities
available-for-sale 0 0 473 133 0 0 473 133
Investment fund securities 1,984 31 9.922 77 0 0 9,922 77
2003
Marketable equity securities
available-for-sale 23,864 15,374 593 73 0 0 593 73
Marketable debt securities
available-for-sale 53.026 1,651 0 0
Investment fund securities 2,003 25 0 o
All marketable equity securities and all debt securities are established. During 2004, 2003, and 2002, the Company recorded
evaluated for impairment whenever SAP becomes aware of an €5.1 million, €6.1 million, and €101.2 million, respectively,
event that indicates for possibility of an impairment, and at in charges related to other-than-temporary impairments of
regular intervals at least annually, even if no event occurs that equity securities at Cost.
indicates the possibility of an impairment. For the year ended
December 31, 2004, the Company has determined that there Other Loans
are no other-than-temporary impairments of these securities Other loans include interest-bearing and non-interest or
based on the evaluarions given the short duration of the below-market-interest loans to employees and third parties as
respective declines in value and the Company’s intent and follows:
ability to hold these investments for a reasonable period of
time sufficient for a forecasted recovery. For the years ended 2004 2003
December 31, 2003 and 2002, the Company recorded other- €(000) €(000)
than-temporary impairment charges of €8.7 million and Loans to employees 42,824 37,777
€12.5 million, respectively. Loans to third parties 10,496 23,437
During 2004, €51,129 thousand of debt securities avail- 53,320 61,214

able-for-sale, consisting of corporate debt securities, marured.

The carrying value of all equity securities at cost were
€25,924 thousand and €26,841 thousand as of December 31, 2004 Loans granted to employees primarily consist of interest-free
and 2003, respectively. Equity securities at cost, which primarily  or below-market rate building loans. SAP discounts interest

include venture capital investments, are not included in the free or below-market rate employee loans based on prevailing
above table as a market value for those securities is generally market rates. There have been no loans to employees or

not readily obrainable. Impairments in value of equity securi- members of the Executive Board and Supervisory Board to
ties at cost that are considered to be other-than-temporary are  assist them in exercising stock options.

recognized immediately as expense and a new cost basis is
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INVENTORIES

Inventories consist of costs for office supplies and documenta-
tion and services for which revenues have been deferred.

ACCOUNTS RECEIVABLE, NET

Accounts receivable include costs and estimated earnings in
excess of billings on uncompleted contracts of €135,194 thou-
sand and €105,525 thousand as of December 31, 2004 and 2003,
respectively.

Amounts presented in the Consolidated Balance Sheets
are net of allowances for bad debts of €63 362 thousand and
€71,011 thousand as of December 31, 2004 and 2003, respectively.
Net Accounts receivable based on due dates as of December 31
are as follows:

2004 2003
€(000) €(000)
Due within 1 year 1,928,557 1,761,195
Due between 1 and 5 years 543 9,520
1,929,100| 1,770,715
12) OTHER ASSETS

2004 2003
€(000) €(000)
Fair value of STAR hedge and other derivatives 191,718 256,758

Investments in insurance policies held for

employee-financed pension plans,

semiretirement, and time accounts 134,003 94,407
Income tax receivables 52,161 32.080
Prepaid pensions 32,035 27,221
Rent deposits 22,823 23,130
Others 104,907 72315
Total other assets 537,645 505,891
- thereof with a remaining term greater than 1 year 224,829 166,634
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Concentrations of credit risks are limited due to the Company’s
large customer base and its dispersion across many different
industries and countries worldwide. No single customer
accounted for 5% or more of total Revenues or net Accounts
receivable in 2004, 2003, or 2002,

Included in others are interest receivable and short-term

loans. Detailed information about SAP’s derivative financial
instruments are presented in Note 32. Investments in insurance
policies relate to the employee-financed pension plans as pre-
sented in Note 24. The corresponding liability for investments
in insurance policies for semiretirement and time accounts is
included in Other reserves and accrued liabilities (see Note 25).
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{20) LIQUID ASSETS

Liquid assets as of December 31 consist of the following:

Liquid assets with maturities exceeding one year are classified
as non current in our consolidated balance sheets.

2004 ’ 2003 Restricted cash was used until mid-2004 to collateralize
€(000) €000)|  the Company’s obligation under an operating lease arrange-
Cash at banks 458,909 | 326,305 ment with a financial institution in conjunction with capital
Liguid investments with original maturities expenditures made for SAP Properties, Inc. (“SAP Properties”).
of 3 months or less 1,054,226 858,080 See Note 30.
Cash and cash equivalents 1,513,135| 984,395 In 2004, SAP eliminated from cash and cash equivalents
Liquid investments with original maturities auction rate securities and began classifying them as liquid
exceeding 3 months and less than 1 year 546,272 588,472 . .. L« .
- , assets with original maturities “exceeding 3 months and less
Liguid investments with original maturities » « . oom
exceeding 1 year 1137135 448784 than 1 year” or e.xcgedlng 1. year”. The December 31, 2003 and
) —— ) 2002 balances of liquid asset items and the 2003 and 2002 con-
Restricted cash with original maturity -
exceeding 1 year 0 74305 solidated statements of cash flows have been adjusted accord-
[ 3,196,542 | 2,005,956, ingly. These adjustments have no effect on the amounts of
total liquid assets, total assets, net income or cash flow from
operations of the Company. The effects of this adjustment
are as follows for the years ended December 31, 2003 and 2002:
2003 2002
As previously As previously
reported Adjustment As adjusted reported Adjustment As adjusted
€(000) €{000) €(000) €{000) €(000) €(000)
Change in liquid assets
(maturities exceeding 3 months)
and marketable securities - 639,379 - 229,342 - 868,721 91,703 ~110.547 - 18,844
Net cash used in investing activities ~-915,120 - 229,342 - 1'M4‘462L - 215,840 - 110,547 - 326,387
Net increase in cash and cash equivalents 218,683 - 229,342 - 10,659 366,757 ~ 110.547 256.210
Cash and cash equivalents at the
beginning of the year 1,121,708 - 126,654 995,054 754,951 - 16,107 738.844
Cash and cash equivalents at
the end of the year 1,340,331 ~ 355,896 984,395 1,121,708 ~ 126,654 995,054
Liquid investments with original
maturities exceeding 3 months and
fess than 1 year 680,881 -92.419 | 588,472 26,281 - 9515 16,766
Liquid investments with original
maturities exceeding 1 year 74,674 448,415 523,089 89,908 136.169 226,077

(2%) PREPAID EXPENSES AND DEFERRED CHARGES

(22)

Prepaid expenses and deferred charges are mainly comprised of

prepayments for software royalties, operating leases, and main-

tenance contracts.

SHAREHOLDERS' EQUITY

Subscribed Capital

As of Decemnber 31, 2004, SAP AG had 316,003,600 no-par com-
mon shares issued (including treasury stock} with a calculated

nominal value of €1 per share.

The number of common shares increased by 590,047

(corresponding to €590,047) as a result of the exercise of awards

granted under certain stock-based compensation plans.




Shareholdings in SAP AG as of December 31, 2004, are
as follows:

Number | Subscribed Number | Subscribed
of shares capital { of shares capital
2004 2004 2003 2003
{000} % (000} %
Hasso Plattner GmbH
& Co. Beteiligungs-KG 31,240 9.9 31.240 9.9
Dietmar Hopp Stiftung
GmbH 28,017 8.9 28,017 8.9
Klaus Tschira
Stiftung gGmbH 21,155 8.7 21,155 6.7
Dr. h. c. Tschira Beteili-
gungs GmbH & Co. KG 15,833 5.0 15,833 5.0
Hasso Plattner
Forderstiftung
gemeinniitzige GmbH 5.229 1.6 6,000 1.9
Golfplatz St. Leon-Rot
GmbH & Co.
Beteiligungs-KG 4.811 1.5 4811 1.5
Treasury stock 5,363 1.7 4,585 1.5
Free float 204,356 64.7 203,793 4.6
316,004 100.0 315,414 100.0

Golfplatz St. Leon-Rot GmbH & Co. Beteiligungs-KG is wholly
owned by Dietmar Hopp.

Authorized Capital

The Articles of Association authorize the Executive Board of

SAP AG (the “Executive Board”) to increase the Subscribed

capital

« up to a total amount of €60 million through the issuance of
new common shares in return for contributions in cash until
May 1, 2006 (“Authorized Capital I"). The issuance is subject
to the statutory subscription rights of existing shareholders.

» up to a total amount of €60 million through the issuance of
new common shares in return for contributions in cash or
in kind unul May 1, 2006 (“Authorized Capital I"). Subject to
certain preconditions and the consent of the Supervisory
Board, the Execurtive Board is authorized to exclude the
shareholders’ statutrory subscription rights.

. up to an aggregate amount of €15 million against contribu-
tion in cash by issuing new common shares until May 1, 2007
(“Authorized Capital IlI”). The new shares may be subscribed
by a credit institution only, and only to the extent that
such credit institution, releasing SAP from its corresponding
obligation, satisfies the conversion and subscription rights
granted under the SAP AG 2000 Long Term Incentive Plan
(“LTI2000 Plan”) or SAP Stock Option Plan 2002 (“SAP SOP
2002”), respectively. The shareholders’ statutory subscription
rights are excluded from this capiral increase. The Executive
Board may exercise this authorization only to the extent that
the capital stock atrributable to the new shares issued from
this Authorized Capirtal Il together with new shares from
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Contingent capital and treasury shares issued or transterred
for the purposes of satisfying subscription rights does not
amount to more than 10 % of the capiral stock at the time of
adoption of the authorization.
No authorization to increase capital stock was exercised
in fiscal year 2004.

Contingent Capital

SAP AG’s capital stock is subject to a contingent increase of
common shares. The contingent increase shall be effected only
to the extent that the holders of the convertible bonds and
stock options that were issued by SAP AG under certain stock-
based compensation plans (see Note 23) exercise theit conver-
sion or subscription rights. The following table provides a sum-
mary of the changes in Contingent capital for 2003 and 2004:

Contingent
capital
€(000)

12/31/2002 56,288
Exercise - 451
New authorized 0
Reduction 0
12/31/2003 55,837
Exercise - 590
New authorized 0
Reduction 0
12/31/2004 55,247

Treasury Stock

By resolution of the Annual General Shareholders’ Meeting
held on May 6, 2004, the Executive Board was authorized to
acquire, on or before October 31, 2005, up to 30 million shares
in the Company on the condition that such share purchases,
together with any previously acquired shares, do not account
for more than 10% of the Company’s capital stock. Although
treasury stock is legally considered outstanding, SAP has no
dividend or voting rights associated with treasury stock. SAP
may redeem or resell shares held in treasury or may use treas-
ury stock for the purpose of servicing subscription rights and
conversion rights under the Company’s stock-based compensa-
tion plans. Also, SAP may use the shares as consideration in
connection with the acquisition of enterprises.

As of December 31, 2004, SAP had acquired 5,363 thou-
sand (2003: 4,565 thousand) of its own shares, representing
€5,363 thousand (2003: €4,565 thousand) or 1.7 % (2003: 1.5%) of
capital stock. In 2004, 1,127 thousand (2003: 1,049 thousand)
shares in aggregate were acquired under the buyback program
at an average price of approximately €125.49 (2003: €84.06) per
share, representing €1,127 thousand or 0.4 % (2003: €1,049 thou-
sand or 0.3%) of capital stock. In connection with stock-based
compensation plans, SAP acquired in 2004 an additional
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186 thousand (2003: 331 thousand) of its own shares, represent-
ing 0.06 % (2003: 0.1%) of the total shares outstanding as of
December 31, ac an average market price of €130.13 (2003:
€101.50) per share. Such shares were transferred to employees
during the year at an average price of €99.61 (2003: €70.71)

per share. See Note 23 for further information. In 2004, certain
of SAP AG’s foreign subsidiaries purchased an additional

290 thousand (2003: 373 thousand) American Depositary
Receipts (“ADRs”) (each ADR represents one-fourth of a com-

mon share), at an average price of US$40.61 (2003: US$26.15)
per ADR. Such ADRs were distributed to employees during
the year at an average price of US$34.57 (2003: US$22.08) per
ADR by an administrator. The Company held no ADRs as of
December 31, 2004 and 2003, respectively.

Other Comprehensive Income/Loss

The changes in the components of Other comprehensive

income/loss consist of the following as of December 31:

2004 2003
Pre-tax Tax (expense) Pre-tax Tax (expense)
amount or benefit Net amount amount or benefit Net amount
€(000) €(000) €(000) €(000) €(000) €(000)
Unrealized gains {losses) on
marketable securities
Unrealized holding gains (losses) - 699 774 78 14,365 - 814 13,551
Reclassification adjustments for
(gains) losses included in net income - 8,020 267 - 7,753 5574 -7 5.567
Net unrealized gains (losses) on
marketable securities ~ 8,719 1,041 -7.678 19,939 - 821 19,118
Currency translation adjustments -70,723 0 -70,723 - 148,424 0 - 148,424
Additional minimum pension liability
adjustments -9,089 2,070 - 7,019 27,249 - 10,966 16,283
Unrealized gains {losses) on
cash flow hedges:
Unrealized cash flow hedge gains (losses) 11,691 1,681 10.01C 20,281 7.300 12,961
Reclassification adjustments for
(gains) losses included in net income - 11,844 - 1,703 - 10141 - 383 - 131 -232
Net unrealized cash flow hedge
gains (losses) - 153 22 - 131 19,898 - 7,169 12,729
Unrealized gains (losses) on STAR hedge
Unrealized gains (losses) on STAR hedge - 1,094 378 -716 36,790 - 12,794 23,996
Reclassification adjustments for
(gains) losses included in net income - 22,433 7,751 - 14,682 0 0 0
Net unrealized gains (losses) on
STAR hedge - 23,527 8,129 - 15,398 36,790 - 12,794 23,996
Currency effects from intercompany
long-term investment transactions -2,473 0 -2,473 0 0 0
Other comprehensive income (loss) - 114,684 11,262 - 103,422 | - 44,548 - 31,750 - 76,298

As of December 31, 2004 and 2003, the net of tax amounts

included in Accumulated other comprehensive income/loss
for aggregate unrealized gains on available-for-sale marketable
securities were €8,301 thousand and €15,979 thousand,
respectively; accumulated currency translation adjustments
were €-322,396 thousand and €-251,673 thousand, respectively;
aggregate additional minimum pension liabilities were

€-10,741 thousand and €-3,722 rthousand, respectively; accumu-
lated unrealized gains on cash flow hedges were €13,310 thou-
sand and €13,441 thousand, respectively; and accumulated
unrealized gains on STAR hedges were €8,598 thousand and
€23,996 thousand, respectively; and accumulated currency
effects from intercompany long-term investment transactions
were €-2,473 thousand and €0 thousand, respectively.
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Miscellaneous

Under the German Stock Corporation Act (Aktiengesetz), the
amount of dividends available for distribution to shareholders
is based upon the earnings of SAP AG as reported in its statutory
financial statements determined in accordance with the
German Commercial Code (Handelsgesetzbuch). For the vear
ended December 31, 2004, SAP management has proposed

a distribution in 2005 of €1.10 per share as a dividend to the
shareholders relating to the earnings of SAP AG for the year

STOCK-BASED COMPENSATION PLANS

Total compensation expense recorded in connection with
stock-based compensation plans for the year 2004 amounts to
€37 million (2003: €125 million, 2002: €9 million).

Employee Discounted Stock Purchase Programs

The Company acquires SAP AG common shares and ADRs
under various employee stock purchase plans and transfers the
shares to employees. Discounts provided to employees through
such plans do not exceed 15% and are treated as a direct reduc-
rion of equity.

Stock Appreciation Right (STAR) Plans

In February 2004 and February 2003, the Company granted
approximately 3.5 million and 3.8 million stock appreciation
rights (“2004 STARs” and “2003 STARs” respectively) to selected
employees who are not participants in the LTI 2000 Plan or
SAP SOP 2002. The 2004 and 2003 STAR grant values of €134.35
and €84.91, respectively, are based upon the average fair market
value of one common share over the 20 business days com-
mencing the day after the announcement of the Company’s
preliminary results for the preceding fiscal year. The valuation
of the STARs is calculated quarterly, over a period of two years.
Each quarterly valuation is weighted as follows in determining
the final valuation:

Weighting factor

Quarter ended

March 31| June 30 | Sep. 30| Dec. 31 {March 31{ June 30 | Sep. 30 | Dec. 31

5% 5% 10% 20% 10% 10% 10% 30%

The valuations for the quarterly periods ending December 31
are based on the amount by which the grant price is exceeded
by the average fair market value of one common share as
quoted on Xetra, the trading system of the Frankfurt Stock
Exchange, over the 20 consecutive business days commencing
on the day after the announcement of the Company’s prelimi-
nary annual results. The other quarterly valuations are based
on the amount by which the grant price is exceeded by the
average fair market value of one common share quoted on
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ended December 31, 2004. Dividends per share for 2003 and
2002, which were paid in the immediately subsequent year,
were as follows:

2003 2002

0.80

Dividend per common share 0.60

Xetra over the five consecutive business days commencing on
the day after the announcement of the Company’s quarterly
results. Because each quarterly valuation is measured inde-
pendently, itis unaffected by any other quarterly valuation.

The cash payout value of each STAR will be calculated
quarterly as follows: (i) 100 % of the first €50 value appreciation
for such quarter; (i) 50 % of the next €50 value appreciation;
and (1i1) 25% of any additional value appreciation. Parricipants
will receive payments with respect to the 2004 STARs as
follows: 50% each on both, March 31, 2006 and January 31, 2007.
Under the terms of the 2003 STAR Program, parricipants were
scheduled to receive an initial payment of 50% on March 31,
2005 and a second installment on January 31, 2006. Parucipants
will receive STAR payments provided that, subject to certain
exceptions, they continue to be actively employed by the
Company on the payment dates.

As SAP's STAR Plans are sertled in cash rather than by
issuing equity instruments a liability is recorded for such plans,
based on the current value of the STARs ar the reporting date.
Compensation expense — including effects of the changes in
the value of the STAR —is accrued over the period the employee
performs the related service (“vesting period”).

As of December 31, 2004, a STAR provision in the amount
of €109 million (€51 million in 2003) is included in Other
reserves and accrued liabilities in the consolidated balance sheet
(see Note 25). The related STAR expense was reduced by
the effects of the STAR hedge — as described in Note 32 ~and
therefore totaled only €38 million (€36 million in 2003). The
STAR provision as of December 31, 2004, as well as the related
STAR expense solely result from the 2003 STAR Program. For
the STARSs granted in February 2004, no compensation expenses
were recorded, as the grant price exceeded the fair market
value of SAP shares on all relevant measurement dates in 2004.
No compensation expenses were recorded in 2002, as the grant
price of STARs outstanding in that period exceeded the average
fair market value of SAP shares on all relevant measurement
dates. Accordingly no accrual was recorded as of December 31,
2002, for the 2002 STAR Program.
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Stock Option Plan 2002

At the 2002 Annual General Shareholders’ Meeting, the
Company’s shareholders approved the SAP SOP 2002. The SAP
SOP 2002, which provides for the issuance of stock options to
the members of the SAP AG Executive Board, members of sub-
sidiaries’ Executive Boards as well as to eligible executives and
other top performers of SAP AG and its subsidiaries, is designed
to replace the LTT12000 Plan, described below. Under the

SAP SOP 2002, the Executive Board is authorized to issue, on

or before April 30, 2007, up to 19,015,415 stock options.

Each stock oprion granted under the SAP SOP 2002
entitles its holder to subscribe to one share of the Company,
against the payment of an exercise price, which is composed
of a base price and a premium of 10% thereon. The base price
is the average market price of the SAP share on the Frankfurt
Stock Exchange during the five trading days preceding the
issue of the respective stock option, calculated on the basis of
the arithmetic mean of the closing auction prices of the SAP
share in the Xetra trading system. These provisions notwith-
standing, the exercise price should not be less than the closing
auction price on the day before the issue date. The term of
the stock options is five years. Subscription rights cannot be
exercised until a vesting period has elapsed. The vesting period
of an option holder’s subscription rights ends two years after
the issue date of that holder’s options.

For options granted to members of the Executive Board
in and from February 2004, the SAP SOP 2002 plan conditions
provide for a potential limitation on the subscription rights to
the extent that the Supervisory Board determines that, by
exercising the rights, the option holder would make a profit
that would be characterized as a windfall by, combined with

the profit from earlier exercises of subscription rights issued to
the oprion holder at the same issuing date, exceeding twice
the product of (i) the number of subscription rights received
by the option holder and (ii) the exercise price. Such profit is
determined as the total of the differences, calculared individu-
ally for each exercised subscription right, between the closing
price of the share on the exercise day and the exercise price.
SAP AG undertakes to pay back to the option holders any
expenses they may incur through fees, raxes, or deductions
related to the limit on achievable income. The subscription
rights shall only be limited if the Supervisory Board deter-
mines that the windfall results from significant extraordinary,
unforeseeable developments that the Executive Board is not
responsible for.

The SAP SOP 2002 is generally considered a fixed plan
under APB 25. Since the exercise price, which is fixed one day
before grant, cannot be less than the share price on that date,
no expenses are recorded for awards granted under the SAP
SOP 2002. As the number of stock options granted to the
members of the Executive Board under the SAP SOP 2002 is not
known on grant date due to the above mentioned potential
limitation on subscription rights, the SAP SOP 2002 is not con-
sidered a fixed plan for those stock options. As such, compen-
sation expense is recorded over the vesting period equal to the
difference between the exercise price of the stock options
and the market value of the common share at each balance
sheet date.

Since the exercise price of the stock options granted
from February 2004 exceeded the share price as of December 31,
2004, no compensation expenses were recorded in 2004.

A summary of che SAP SOP 2002 activity is as follows:

Weighted

Shares Number average

available of options exercise price

for grant outstanding per option

(000} (000} €

1/1/2002 - - -
Additional shares authorized 19,015 - -
Granted - - -
Exercised - - -
Forfeited - - -
12/31/2002 Cg01s| - -
Additional shares authorized - - -
Granted 3,737 3,737 90.48
Exercised - - -
Forfeited - 109 90.37
12/31/2003 15,278 3,628 90.48
Additional shares authorized - - -
Granted 2,105 2,105 149.99
Exercised - - -
Forfeited - 99 105.86
12/31/2004 13,173 5,634 112.44




The following table summarizes information about stock
options outstanding as of December 31, 2004:
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Outstanding options Exercisable options
Range of Number of Weighted average Weighted average Number of Weighted average
exercise prices stock options [remaining contractual life exercise price stock options exercise price
€ (000) years € (000) 3
90.37 - 99.13 3,655 3.16 90.48 - -
149.99 2,079 4.13 149.99 - -
90.37 - 149.99 5,634 3.52 112.44 - -

See compensation report for information related to members
of the Executive Board.

Long Term Incentive 2000 Plan

On January 18, 2000, the Company’s shareholders approved the
LT12000 Plan. The LTI 2000 Plan is a stock-based compensation
program providing members of the SAP AG Executive Board,
members of subsidiaries’ executive boards and selected employ-
ees a choice between convertible bonds, stock options, or a 50%
mixture of each. If stock options are chosen, the participant
receives 25% more stock options than convertible bonds. Under
the LTT 2000 Plan, each convertible bond having a €1 nominal
value may be converted into one common share over a
maximum of 10 years subject to service vesting requirements,
The conversion price is equal to the market price of a common
share as quoted on the Xetra trading system the day immedi-
ately preceding the grant. Each stock option may be exercised
in exchange for one common share over a maximum of 10 years
subject to the same vesting requirements. The exercise price
varies based upon the outperformance of the common share
price appreciation versus the appreciation of the Goldman
Sachs Software Index from the day immediately preceding
grant to the day on which the exercise price is being deter-
mined. Both the convertible bonds and stock options vest as
follows: 33% after two years from date of grant, 33 % after three
years and 34 % after four years. Forfeited convertible bonds or
stock options are disqualified and may not be reissued.

Under APB 25, SAP records no expenses relating to the
convertible bonds issued under its LT1 2000 Plan since the con-
version price is equal to the market price of an SAP common
share on the date of grant. Because the exercise price for stock
options issued under the LTI 2000 Plan is variable, an expense is
recorded over the vesting period based upon the stock options’
intrinsic value on the reporting date.

In total, 12,305,271 conversion and subscription rights
have been issued under the LT12000 Plan through March 14, 2002.
At the 2002 Annual General Shareholders’ Meeting, the Com-
pany’s shareholders revoked the authorization to issue further
convertible bonds and stock options under the LTT 2000 Plan.
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A summary of the LTI 2000 Plan activity for both convertible
bonds and stock options is as follows:

Stock options " Convertible bonds

Weighted Weighted

Shares Number of average Number of average

available options exercise price bonds exercise price

for grant outstanding per option outstanding per bond

{000) (000} € (000} €

1/1/2002 9,839 1,578 132.73 5,191 229.40
Additionat shares authorized ~ - - ~ -
Granted 4,807 1,787 81.39 3.020 151.50
Reduction due to oation/bond ratio (25 % of bonds issued) 755 - - - -
Exercised - 76 9453 - -
Forfeited 4,277 222 7281 408 20078
12/31/2002 - ol 3087 7251 7803  200.74
Additional shares authorized - - - - -
Granted - - - - -
Reduction due to option/bond ratio (25 % of bonds issued) - - - - -
Exercised - 217 73.83 - -
Forfeited - 161 g 9445| 226 185.05
12/31/2003 o] 288  et10] 7577 20121
Additional shares authorized - - - - -
Granted - - - - -
Reduction due to option/bond ratio (25 % of bonds issued) - - - - -
Exercised - 511 90.11 - -
Forfeited - 63 100.53 307 222.95
12/31/2004 0 2,115 97.19 7,270 200.29

Due to the development of SAP’s common share price appreci-
ation versus the appreciation of the Goldman Sachs Software
Index in 2004, the Company recorded a €1,395 thousand gain in
connection with its LTI 2000 Plan for 2004. In 2003, the Com-
pany recorded compensation expenses for the LTT 2000 Plan in
the amount of €39,378 thousand (2002: £8,418 thousand).

The following tables summarize information about
stock options and convertible bonds outstanding as of Decem-
ber 31, 2004:
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Stock Options

Qutstanding stock options Exercisable stock options
Range of Number ofT Weighted average Weighted average Number of Weighted average
exercise prices stock options | remaining contractual life exercise price stock options exercise price
€ (000) years € (000) €
52.72-59.15 3 5.50 59.15 3 59.15
66.57 - 86.16 775 5.88 31.59 500 79.10
96.17 - 106.44 1,337 7.82 106.32 323 106.12
52.72 - 106.44 2,115 7.1 97.19 826 89.61

Convertible Bonds

Outstanding convertible bonds Exercisable convertible bonds
Range of Number of Weighted average Weighted average Number of Weighted average
exercise prices bonds | remaining contractual life exercise price bonds exercise price
€ (000) years € (000) €
131.81 - 183.67 2,783 7.15 151.68 945 151.95
181.25 - 247.00 2,748 6.16 191.72 1.824 191.96
290.32 - 334.67 1.739 517 291.65 1,739 291.65
131.81 - 334.67 7.270 6.30 200.29 4,508 222.02

Stock-Based Compensation Plan of SAP System

Integrations AG (“SAP SI")

SAP S, in which SAP AG holds a 91.6 % stake, is publicly listed
at the German Stock Exchange. On August 16, 2000, by resolu-
tion of SAP ST's shareholders, SAP Slintroduced an employee
stock option plan in the form of convertible bonds, which
allows SAP SI to issue up to two million convertible bonds ro
members of the Executive Board and other employees of SAP SI
and ics subsidiaries. On May 14, 2002, SAP SI's shareholders
approved the issuance of an additional 1.6 million convertible
bonds. In connection with SAP’s acquisition of additional SAP
SIshares as discussed in Note 4, during 2004, SAP AG offered
the plan participants a cash settlement for the outstanding
convertible bonds. The majority of plan participants accepted
the offer and the amount of the total cash settlement was
approximately €9 million. As of December 31, 2004, a total of
7,440 (2003: 2,055,632) convertible bonds remained outstanding.
Each participating employee can exchange his or her convert-
ible bonds for an equal number of shares of SAP SIstock. The
conversion price corresponds to the market price of SAP SI
stock on the date they are granted. The bonds have a term of
eight years. The convertible bonds vest as follows: 33% after
two years from date of grant, 33% after three years and 34 %
after four years.

Pro-Forma information
SFAS 123 requires disclosure of pro-forma information regard-
ing net income and earnings per share as if the Company had
accounted for its stock-based awards granted to employees
using the fair value method. The fair value of the Company’s
stock-based awards was estimated as of the date of grant using
the Black-Scholes option-pricing model.

The fair values of the Company’s stock-based awards
granted under the LTT 2000 Plan and SAP SOP 2002 were calcu-
Jated using the following weighred average assumptions:

2004 2003 2002
Expected life 2.5 years 4.5 years 4.5 years
Risk-free interest rate 2.65% 261% 4.68%
Expected volatility 57 % 68% 50 %
Expected dividends 0.45% 0.73% 0.38%

The weighted average fair value of stock options granted under
the SAP SOP 2002 in 2004 was €43.61 (2003: €28.83).

The weighted average fair value of all stock options and
convertible bonds granted under the LTI 2000 Plan during 2002
was €55.11 and €68.89, respectively. As of December 31, 2002, no
awards were granted under SAP SOP 2002.

For pro-forma purposes, the estimated fair value of the
Company’s stock-based awards is amortized over the vesting
period. The Company’s pro-forma information is presented in
Note 3.
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PENSION LIABILITIES AND SIMILAR OBLIGATIONS

The Company maintains several defined benefit and defined
contribution plans for its employees both in Germany and at
its foreign subsidiaries, which provide for old age, disability, and
survivors’ benefits. The measurement dates for the domestic
and foreign benefit plans are principally December 31. Individ-
ual benefit plans have also been established for members of the
Executive Board. The accrued liabilities on the balance sheet

Domestic Benefit Plans
The Company’s domestic defined benefit plans provide partici-
pants with pension benefits that are based on the length of
service and compensation of employees.

The change of the benefit obligation and the change in
plan assets for the domestic plans are as follows:

for pension and other similar obligations at December 31 con- 2004 2003
sists of the following: €(000) €(000)
Change in benefit obligation
2004 2003 Benefit obligation at beginning of year 30,349 28,351
€(000) €(000) Service costs 301 409
Domestic benefit plans 5,368 5,044 Interest costs 1,587 1,624
Foreign benefit plans 22,315 13, 129—1 Settlement 0 - 300
Employee financed plans 109,079 77,7681 Actuarial gain/loss 1,609 502
Other pension and similar obligations 2,928 1,594 Benefits paid - 610 ~ 237
139,690 97,535 Benefit obligation at end of year 33,236 30,349
Change in plan assets
Fair value of pian assets at beginning of year 25,761 23,658
Actual return on plan assets 199 1,175
Employer contributions 2,186 2,162
Benefits paid - 492 - 1,049
Assets transferred to defined contribution plan - 118 - 185
Fair value of plan assets at end of year 27,536 25,761
Funded status 5,700 4,588
Unrecognized transition assets - 4907 - 532
Unrecognized net actuarial loss - 7,239 - 4,694
Net amount recognized -2,029 -638
Amounts recognized in the consolidated
balance sheets:
Accrued benefit liability 5,368 5,041
Intangible assets - 25 - 29
Accumulated other comprehensive income ] -7372]  -5853
Net amount recognized [ - 2,029 - 638




The following weighted average assumptions were used for the
actuarial valuation of the Group’s domestic pension benefit
obligation as of the respective measurement date:
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1

The change of the benefit obligation and the change in plan

assets for the foreign plans are as follows:

2004 2003
2004 2003 2002 €(000) €(000)
% % % Change in benefit obligation
Discount rate 5.0 5.3 58 Benefit obligation at beginning of year 174,792 159,402
Rate of compensation increase 2.7 3.9 39 Service costs 30,220 29,503
Interest costs 7.817 7.691
Employee contributions 0 1,907
The components of net periodic benefit cost of the Group’s Actuarial loss/gain - 11,722 4,118
domestic benefit plans for the years ended December 31 are as Benefits paid -5710 - 5,036
follows: Foreign currency exchange rate changes -7527 - 22,783
Other changes 1,968 0
2004 2003 2002 Benefit obligation at end of year 189,838 174,792
€(000) €(000) €(000)
Service cost 301 409 561 Change in plan assets
Interest cost 1,587 1,624 1.631 Fair value of plan assets at beginning of year 157.449 130,191
Expected return on plan assets - 1,638 - 1,529 - 1,399 Actual return on plan assets 8,994 11,858
Net amortization 545 484 456 Employer contributions 30.085 39,490
795 988 1,249 Employee contributions 2,064 1.907
Benefits paid -4519 - 4,359
Foreign currency exchange rate changes -10.423 - 21,638
The weighted average assumptions used for determining the Other changes 1,068 0
nert periodic pension cost for the Group’s domestic pension Fair value of plan assets at end of year 185,628 157,449
plans for 2004, 2003, and 2002, were as follows:
Funded status 4,210 17.343
2004 2003 2002 Unrecognized transition assets -2074 -2.242
% % % Unrecognized prior service cost 1,281 1,519
Discount rate 5.3 5.8 6.6 Unrecognized net actuarial loss - 20.099 ~ 30,919
Expected return on plan assets 6.0 5.9 6.5 Net amount recognized - 16,682 - 14,208
Rate of compensation increase 3.9 3.9 40}
Amounts recognized in the consolidated
balance sheets:
SAP’s investment strategy in Germany is to invest all contribu- Prepaid benefit cost -31.547) -26847
tions into stable insurance policies. The expected rate of return Accrued benefit fiability 22,315 13.129
on plan assets for the Group's domestic benefit plans is cal- Intangible assets 0 - 387
culated by reference to the expected returns achievable on the Accumulated other comprehensive income - 7450 - 194
Net amount recognized - 16,682 - 14,299

insured policies given the expected asset mix of the policies.

Foreign Benefit Plans

The Company’s foreign defined benefit plans provide partici-
pants with pension benefits that are based upon compensation
levels, age, and years of service.
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There were no plan transfers, divestitures, curtailments, or
settlements impacting SAP’s foreign benefit plans in 2004 or
2003.

Assumptions regarding discount rates, rates of increase
in compensation, and long-term rates of return on plan assets
used in calculating the projected benefit obligarions vary
according to the economic conditions of the country in which
the benefit plans are situated. The following weighted average
assumptions were used for the actuarial valuation of the
Group’s foreign pension benefit obligation as of the respective
measurement date.

2004 2003 2002

% % %

Discount rate 4.5 4.7 5.2
Rate of compensation increase 4.9 4.7 4.8

The components of net periodic benefit cost of the Group’s
foreign benefit plans for the years ended December 31 are as
follows:

2004 2003 2002

€(000) €(000) €(000)

Service cost 30,220 29,503 31,100
Interest cost 7.817 7.891 8.146
Expected return on plan assets - 11,959 -9,189 - 8,020
Net amortization 849 1,646 67i
26927| 29,651 31,900

The following weighted average assumptions were used to
determine net periodic pension cost for the Groups foreign
pension plans for 2004, 2003, and 2002:

2004 2003 2002

% % %t
Discount rate 4.7 5.2 6.6
Expected return on plan assets 6.9 6.5 8.0
Rate of compensation increase 4.7 4.8 6.0

The expected return on plan assets assumption is based on the
weighted average expected long-term rate of returns for each
asset class which are estimated based on factors such as histori-
cal rerurn patterns for each asset class and forecasts for in-
flation. Historical return patterns and other relevant financial
factors are reviewed for appropriateness and reasonableness
and modifications are made when considered necessary. For
example, the excessive returns on equity securities in the late
1990s were given less weight to the expected return on plan
assets assumption than were the more moderate returns before
and since then. The Group’s foreign benefit plan asset alloca-
tion at December 31, 2004, as well as the target asset allocation,
are as follows:

Target Target
asset Actual % asset Actual %
allocation of 2004 | allocation of 2003
Asset category 2005 ! plan assets 2004 | plan assets
% % % %
Equity 59.0 58.1 54.1 58.1
Fixed income 39.7 38.4 42.3 35.8
Real estate 0.0 0.0 0.0 4.5
Other 1.3 35 3;6 1.8
100.0 100.0 100.0 100.0

The investment strategies for SAP’s foreign benefit plans vary
according to the individual conditions of the country in which
the benefit plans are situated, Generally, a long-term invest-
ment horizon has been adopted for all major foreign benefit
plans. SAP’s policy is to invest in a risk-diversified portfolio
consisting of a mix of assets within the above target asset allo-
cation range.




Additiona! information on Funded Status for Domestic and
Foreign Plans

The rotal accumulated benefit obligation for the Group’s prin-
cipal domestic and foreign benefit plans for the year ended 2004
was €32,755 thousand (2003: €29,824 thousand) and €176,458
thousand (2003: €157,535 thousand), respectively. The projected
benefit obligation, accumulated benefit obligation, and fair value
of plan assets for the Group’s domestic and foreign defined
benefit pension plans with accumulated benefit obligations in
excess of plan assets are as follows:
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Underfunding of
Projected Accumulated Fair value of accumulated
benefit obligation | benefit obligation plan assets | benefit obligation
€(000) €(000) €(000) €(000)
12/31/2004
Domestic plans 33,141 32.667 27,447 5,220
Foreign plans 78,821 71,823 51,915 19,908
Total 111,962 104,490 79,362 25,128
12/31/2003
Domestic plans 30,271 29,752 25,686 4,066
Foreign plans 18,507 13,129 0 13,129
Total " as718| 42881 25686] 17,195

Expected Future Contributions and Benefits
The Group’s expected contribution in 2003 is €1,601 thousand
for domestic plans and €23,625 thousand for foreign plans, all
of which is expected to be paid as cash contriburions.

The estimated future pension benefits to be paid over
the next ten years by the Group’s domestic and foreign benefit
plans for the years ended December 31 are as follows:

Domestic Foreign

plans plans Total

€(000) €{(000) €(000)

2005 876 6,973 7.849
2006 971 8.055 9.026
2007 1,138 9,596 10,734
2008 1.337 11,250 12,587
2009 1,374 12,653 14,027
2010 - 2014 8.799 77,457 86,256

Contribution Plans

The Company also maintains domestic and foreign defined
contribution plans. Amounts contributed by the Company
under such plans are based upon a percentage of the employee’s
salary or the amount of contributions made by employees.

The costs associated with defined contribution plans were
€76,453 thousand, €79,955 thousand, and €67,248 thousand in
2004, 2003, and 2002 respectively.

Employee-Financed Pension Plan

Germany maintains an unqualified employee-financed plan,
whereby employees may contribute a limited portion of their
salary. SAP purchases and holds guaranteed fixed rate insur-
ance contracts, which are recorded in Other assets (see Note 19)
and are equal to the obligations under the plan.
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(25) OTHER RESERVES AND ACCRUED LIABILITIES

2004 2003

€(000) €(000)

Current and deferred taxes 632,033 455,499
Other reserves and accrued liabilities 1,136,690 | 1013556
1,768,723 | 1,469,055

As of December 31, 2004, accrued taxes include current and
prior year tax obligations in the amount of €567,831 thousand
(2003: €343,519 thousand) and deferred tax liabilities in the
amount of €64,202 thousand (2003: €111,980 thousand).

Other reserves and accrued liabilities as of December 31

are as follows:

warranty on its software. SAP determines the warranty accrual
based on the historical average cost of fulfilling its obligations
under these commitments. As of December 31, 2004 and 2003,
SAP accrued €3,852 thousand and €7,600 thousand, respectively.
The aggregate utilization of the warranty accrual in 2004
was €4,366 thousand (2003: €2,317 thousand) and the aggregate
warranty expense was net €618 thousand in 2004 (2003:
€5,188 thousand).
The majority of vacation accruals included in vacation
and other absences relates to employee contracts without a
limit on the number of vacation days that can be carried over.
Exit activities include contract termination and similar
restructuring costs for unused lease space as well as severance
payments. Restructuring costs are included in the Consolidated

2004 2003 ( Statements of Income in the line item Other operating
€(000) €(000) expense, net. The following table presents the beginning and
Other obligations to employees 817,237 557,118 ending balances along with additions and deductions incurred:
Qbligations to supgliers 183,069 179,698
Vacation and other absences 145,293 137,191 Severance
STAR obligations 108,910 50.948 payments
- Unused for re-
Restructuring costs 16,235 21,220 .
lease space | structuring Total
Customer claims 10.902 36,103 €(000) €(000) €(000)
Contribution to employees’ accident Balance as of 1/1/2002 2,874 10,121 12,995
insurance account 6.584 8,661
— Additions 12,960 33,148 46,108
Auditing and reporting costs 5.889 5312
- Utilization - 7,262 - 30.739 - 38,001
Fair value of foreign exchange contracts 5,255 1,644
Rel 6] 0 0
Warranty and service costs 3,852 7,600
Currency - 995 - 1.371 - 2,366
Other 33,464 8.161 SRS ket S USROSt ATt S e
e Balance as of 12/31/2002 7,577 11,159 18,736
1,136,690 1,013,556
Batance as of 1/1/2003 7,577 11,159 18,736
S Additions 17.164 3384| 20,548
Oﬁher reserves and accrued liabilities payable after one year as Utilization 5544 T0347| - 14801
of December 31, 2004, are €116,723 thousand (€107,162 thousand
) Release 0 - 1,001 - 1,001
in2003). o ' Currency - 1.508 -666]  -2,172
Obhgatxon§ to employees relate primarily Fo variable Balance as of 12/31/2003 17.691 3,520 21.220
bonus payments tied to earnings performance, paid out after
Fhe balance Shget 4ate. Othgr obhgz.mons to err.lployees. also Balance as of 171/2004 17,691 3,52 21,220
mchtldes terxjxyna.txon beneﬁts.requlred. by law in Fertam Additions 2625 6972 0,507
foreign subsidiaries Fhat consutute‘ defined benefit plans under Utiization 7557 3608| - 11225
SFffsS 87. Such benefits are payable in a lur‘npvsvum upon sepa- Reloase 118 1176 2591
ration from the Company. The accrued liability for such plans Currency 779 13 765
amounts to £13,382 thousand as of December 31, 2004 (2003: Balonce oo of 12/31/2008 10,565 5670 16.035

€11,307 thousand).

Obligations to suppliers represent services received or
goods purchased for which SAP has not yet been invoiced.
Warranty and service cost accruals represent estimated future
warranty obligations and other minor routine items provided
under maintenance. SAP generally provides a six to 12 month

SAP generally does not have an ongoing severance benefit

plan arrangement at most of its subsidiaries. SAP accounted for
its 2004 severance obligations in accordance with SFAS 146,
“Accounting for Costs Associated with Exit or Disposal Activi-
ties” (“SFAS 146”), or SFAS 88, “Employers’ Accounting for
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Settlernents and Curtailments of Defined Benefit Pension Plans
and for Termination Benefits” (“SFAS 88”), depending on the
subsidiary involved with the severance activity. In 2003, SAP
accounted for most of its severance obligations in accordance
with SFAS 146 since the majority of the severance activities
related to one-time events. Other severance obligations (affect-
ing 768 employees in 2002) were accounted for in accordance
with SFAS 112 or EITF 94-3, as applicable. Because these other
severance benefits do not vest or accumulate, the liability was

OTHER LIABILITIES

Other habilities based on due dates as of December 31 are as
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recognized when it became probable that an obligation had
been incurred and the amount could be estimated.

Provision for unused lease space relate to costs that will
continue to be incurred for vacated space under various oper-
ating lease contracts that will have no future economic benefit
ro the Company in accordance with SFAS 146 in 2004 and 2003
and EITF 94-3 in 2002. For 2004, the charges affected each of
the segments, while for 2003 those charges primarily relate to
the training segment.

follows:
Term less Term between{ Term more than Balance on Balance on
than 1 year 1 and 5 years 5 years 12/31/2004 12/31/2003
€(000) €(000) €(000) €(000) €(000)
Bank loans and overdrafts 25,851 0 1.934 27,785 21,467
Advanced payments received 53,537 0 0 53,537 42,441
Accounts payable 340,455 6 0 340.461 286,862
Taxes 175,248 0 0 175,248 165,037
Social security 43,988 0 0 43,988 33.766
Other liabilities 56,266 2,674 28,879 87.818 126,571
695,345 2,680 30,813 728,838 676,144

Liabilities are unsecured, excluding retention of title and similar

rights customary in the industry. Effective interest rates of

bank loans are 6.14 % and 6.18 % in 2004 and 2003, respectively.
in 2003, liabilities with a remaining term not exceeding

one year amounted to €£648,717 thousand and those with

a remaining term exceeding five years amounted to €24,969

thousand.

On November 5, 2004, SAP AG entered into a €1 billion
syndicated revolving credit facility agreement with an initial
term of five years. The use of the facility is not restricted by any
financial covenants, Borrowings under the facility bear interest
of EURIBOR or LIBOR for the respective currency plusa
margin ranging from 0.2 to 0.25% depending on the amount
drawn. SAP is also required to pay a commitment fee of 0.07 %
per annum on the unused available credit.

DEFERRED INCOME

Deferred income consists mainly of prepayments for mainte-
nance and deferred software license revenues. Such amounts
will be recognized as sofrware, maintenance, or service rev-
enue, depending upon the reasons for the deferral when the
basic criteria in SOP 97-2 have been met (see Note 3).

As of December 31, 2004, there were no borrowings
outstanding under the facility.

Additionally, as of December 31, 2004 and 2003, SAP AG
had available lines of credit totaling €621,500 thousand and
€858,000 thousand, respectively. As of December 31, 2004 and
2003, there were no borrowings outstanding under these lines
of credit.

As of December 31, 2004 and 2003, certain of SAP’s
subsidiaries had lines of credit available that allowed them o
borrow in local currencies at prevailing interest rates up to
€203,806 thousand and €178,010 thousand, respecrively. Total
aggregate borrowings under these lines of credit, which are
predominantly guaranteed by SAP AG, amounted to €27,785
thousand as of December 31, 2004, and €21,467 thousand as of
December 31, 2003.
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D. ADDITIONAL INFORMATION

SUPPLEMENTAL CASH FLOW INFORMATION

Interest paid included in net cash provided by operating activi-
ties in 2004, 2003, and 2002 was €5,503 thousand, €3,900 thou-
sand, and €12,858 thousand, respectively. Income taxes paid in
fiscal years 2004, 2003, and 2002, net of refunds, was €481,557
thousand, €591,012 thousand, and €366,642 thousand, respec-
tively.

CONTINGENT LIABILITIES

SAP occasionally grants function and/or performance guaran-
tees in routine consulting contracts and/or development
arrangements. Based on historical experience and evaluation,
SAP does not believe that any material loss resulting from these
guarantees is probable. In addition, because the guarantees
relate to SAP’s own performance, no related liability has been
recorded. The Company also generally provides a six to

12 month warranty on its software. Due to the nature of these
warranties, which relate to the performance of SAP’s software,

OTHER FINANCIAL COMMITMENTS

Other financial commitments amounted to €617,298 thousand,
and €664,798 thousand as of December 31, 2004 and 2003,
respectively, and are comprised primarily of commitments
under rental and operating leases of €563,478 thousand, and
€619,543 thousand as of December 31, 2004 and 2003, respective-
Iy. Those commitments relate primarily to the lease of office
space, cars, and office equipment. In addition, financial com-
mitments exist in the form of purchase commitments totaling
£26,068 thousand and €30,509 thousand as of December 31, 2004
and 2003, respectively. These commitments relate primarily

to the construction of facilities in Germany, office equipment,
and car purchase commitments. Historically, the majority of
those purchase commitments have been utilized. For financial
commitments related to SAP’s pension plans please refer to
Note 24.

In October 2000, SAP Properties, a wholly owned
subsidiary of SAP America, Inc,, entered into a seven-year lease
arrangement with a sophisticated financial institution for
office space and also agreed to serve as an agent to oversee the
renovations of the office space. The operating lease agreement

See the reconciliation from cash and cash equivalents
to liquid assets in Note 20.

SAP cannot reasonably estimate the maximum exposure to
loss resulung from the warranties. The Company’s warranty
liability is included in other reserves and accrued liabilities
(see Note 25).

As of December 31, 2004 and 2003, no guarantees were
provided for performance or financial obligations of third
parties.

was between SAP Properties and the financial institution
directly, with no involvement of any variable interest entity.
Under the terms of the lease, SAP Properties was required

to restrict cash equal to the amount spent by the financial
institution on such renovations (see Note 20). This lease was
accounted for as an operating lease in accordance with SFAS 13,
“Accounting for Leases.”

In January 2004, SAP America and SAP Properties
signed an agreement with a third-party real estate develop-
ment company to sell a portion of the United States head-
quarters property in Newtown Square, Pennsylvania. A portion
of the property sold was owned and another portion of the
property was occupied by SAP America and certain subsidiaries
pursuant to an operating lease with the sophisticated financial
institution noted above. The sale took place in 2004 and
released the restricted cash securing the lease obligation.
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Commirments under rental and operating leasing
contracts as of December 31, 2004:

€(000)
Due 2005 134,085
Due 2006 100,856
Due 2007 72,400
Due 2008 58,473
Due 2009 51,255
Due thereafter 146,410

Rent expense was €153,418 thousand, €159,284 thousand, and
€207,087 thousand for the years ended December 31, 2004, 2003,
and 2002, respectively.

LITIGATION AND CLAIMS

The bankruptcy trustee for the U.S. company FoxMeyer Corp.
(“FoxMeyer”) instituted legal proceedings against SAP AG and
SAP America, Inc., the U.S. subsidiary of SAP AG, in 1998,
FoxMeyer was a pharmaceutical wholesaler and licensee of the
Company’s SAP R/3 software. FoxMeyer’s bankruptcy trustee
(“Trustee”) alleged that the software failed to perform properly,
damaging FoxMeyer’s business, and that such failure was a
significant factor contributing to FoxMeyer’s bankruptey in
1996 and its subsequent liquidation.

On June 23, 2004, SAP reached a settlement agreement
with FoxMeyer pursuant to which SAP was required to pay
a specified amount to FoxMeyer and to which all outstanding
disputes and litigation were dismissed by order of the United
States Bankruptcy Court for the District of Delaware dated
August 30, 2004. SAP paid FoxMeyer the settlement amount
on September 9, 2004. The terms of the settlement did not
require SAP to make any changes to its business practices. The
settlement amount did not have a material impact on SAP’s
financial position or results of operations. Furthermore, the
settlement amount was materially consistent with the amount
SAP had previously accrued.
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SAP 1s subject to legal proceedings and claims, either
asserted or unasserted, which arise in the ordinary course
of business. Although the outcome of these proceedings and
claims cannot be predicted with certainty, the Company does
not believe that the outcome of any of these matters will have a
material adverse effect on the Company’s results of operations,
financial condition, or cash flows.
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(32) FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments

The Company utilizes various types of financial instruments
in the ordinary course of business. The carrying amounts and
fair values of SAP’s financial instruments are as follows:

Carrying Fair Carrying Fair
value value value value
2004 2004 2003 2003
€(000) €(000) €(000) €(000}
Marketable equity
securities - available-
for-sale 17.328 17,328 24,457 24,457
Marketable debt
securities - available-
for-sale 473 473 53,026 53,026
Marketable securities 11,906 11,908 2,003 2,003
Other loans 53,320 53,320 61,214 61,214
Bank loans and
overdrafts -27.785 - 27,785 - 21,467 - 21,467
Derivative financial
instruments
Forward exchange
contracts 81,653 81,653 177,297 177,297
Call options
(STAR hedge) 104,808 104,808 77,817 77,817
241,703 241,703 374,347 374,347

The market values of these financial instruments are deter-

mined as follows:

. Marketable debt and equity securities: The fair values of mar-
ketable debt and equity securities are based upon available
quoted marker prices on December 31.

. Other loans, bank loans, and overdrafts: The fair values of

other loans, bank loans, and overdrafts approximate their

carrying values. The interest-free, below market rate employee
loans included in other loans are discounted based on pre-
vailing market rates.

Derivative financial instruments: The fair value of derivatives

generally reflects the estimated amounts the Company
would pay or receive to terminate the contracts on the
reporting date.
Detailed information about the fair value of the Com-
pany’s financial instruments is included in Notes 16 and 26.

Accounting and Use of Derivative Financial Instruments

As an internationally active enterprise, the Company is subject
to risks from currency fluctuations in its ordinary operations,
The Company utilizes derivative financial instruments to
reduce such risks as described below. The derivative financial
instruments employed by the Company are exclusively mar-
ketable instruments with sufficient liquidity. The Company
has es